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1, Sale and Purchase of Shares 

Industries does hereby sell, convey# transfer, 

assign, and set over unto Lime Ridge and Lime Ridge does hereby 

purchase fron industries, 1,164,136 shares of the issued and 
. t • • • . • 

outstanding shares of capital stock of Safety Light (such shares 

hereinafter collectively being referred to as the "Shares"), 

which Shares constitute all of the issued and outstanding shares 

of capital stock of Safety Light, 

' • " • , ~ ^ • ' 

2, Purchase Price , v 

2.1, The purchase price to be paid by Lime Ridge to 

Industries for the Shares is Three Hundred Fifty Thousand 

($350,000) Dollars. ' . 

2.2. Payment of the,total purchase price for the Shares 

is being made by Lime Ridge as followst 

(a) Concurrently herewith. Lime Ridge is paying to 

Industries, by good bank or certified check, the sum of Thirty 

Five Thousand ($35,000) Dollars, receipt of which is hereby ac­

knowledged by Industries. f 

(b) The_ balance of the purchase price of Three 

Hundred Fifteen Thousand ($315,000) Dollars shall be paid by Lime 

Ridge to Industries pursuant to the terns of a negotiable promis-

\ • £^ ^ 



sory note ("Promissory Note"), in the form of Exhibit A hereto, 

which is concurrently herewith being executed and delivered by 

Lime Ridge to Industries. 

2.3. Nothing contained herein shall be deemed to impose 

any personal liability on the shareholders of Lime Ridge for the 

payment of the balance of the purchase price owing to Industries 

pursuant to the Promissory Note. The shareholders of Lime Ridge 

shall, however, use t h e i t best efforts as officers, shareholders 

and directors of Lime Ridge to cause it to make all payments 

required under the Promissory Note and to comply with and fulfill 

the obligations imposed herein upon Lime Ridge and in any other 

document, agreement or instrument executed by Lime Ridge in con­

nection with the transactions contemplated hereby. 

c 

3. Collateral Securityi Merger 

3.1. ̂  As collateral security for Lime Ridge's oblig­

ations to Industries under the Promissory Notet 

(a) Lime Ridge is granting to Industries a se­

curity interest in the Shares by pledging the same pursuant to a 

Pledge and Escrow Agreement which is concurrently herewith being 

executed and delivered by Lime Ridge. A copy of the Pledge and 
i ' . ' • ' • 

Escrow Agreement is attached hereto as Exhibit B. 
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(b) Safety Light ^is, concurrently with the execu-

tion hereof, guaranteeing Lime Ridge's obligations to Industries 

under, the Promissory Note, by executing and delivering to 

InduiBtries a Guaranty of Payment, a copy of which is attached 

hereto as Exhibit C, and is securing its obligations to guarantee 

by granting to Industries a security interest in the Collateral 

more particularly described in the Security Agreement which is, 

concurrently herewith, being executed and delivered by Safety 

Light to Industries, a copy of which Security Agreement is at­

tached hereto as Exhibit D. 

(c) Lime Ridge is securing its obligations under 

the Promissory Note by gra.nting to Industries a security Interest 

In the Collateral more particularly described in the Security 

Agreement which is, concurrently herewith, being executed and 

delivered to by Lime Ridge to Industries, a copy of which Is 

attached hereto as Exhibit D. 

3.2. Lime Ridge agrees that it will, within ninety (90) 

days from the date hereof, merge Line Ridge into Safety Light, 

with Safety Light being the surviving corporation. Dpon the 

effecting of the aforesaid nerger, and as provided for in the 

Pledge and Escrow Agreement, the shares pledged by Lime Ridge to 

Industries shall (if there be no default at such time under the 
\ . . •' 
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Promissory Note) be released from escrow, and returned to Lime 

Ridge. 

4. Warranties and Representations of Industries 

Industries hereby warrants and represents to Lime 

Ridge knowing and intending that it is relying hereon In entering 

into the transactions contemplated hereby that! 

j 4.1. (a) Industries is a corporation duly organized, 

validly existing and in good standing under the laws of the State 

of Delaware. 

(b) Safety Light is a corporation duly organized, 

validly existing and in good standing the the laws of the State 

of Delaware; and has full corporate power to carry on its busi-

ness as now conducted and to own and operate the properties and 

assets now owned and operated by it. , 

4*2. (a) The authorized capital stock of Safety Light 

consists of 3,500,000 shares of Common stock, 1,164,136 shares of 

which have heretofore been issued. The issued and outstanding 

shares of capital stock of Safety Light have been validly issued 

and are fully paid and non-assessable. 
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(b) Industries owns all of the issued and out­

standing shares of capital stock of Safety Light. 

4.3. (a) Safety Light owns all of the issued and out­

standing shares of capital stock of Metreal Corporation, a 

Pennsylvania corporation ("Metreal"), all of which shares 

("Metreal Shares") have been validly issued and are fully paid 

and non-assessable. 

(b) Metreal is a corporation duly organized, 

validly existing and in good standing the the laws of 

Pennsylvania and has full corporate power to carry on its bus­

iness as now conducted and to own and operate the properties and 

assets now owned and operated by it. 

4.4. The execution of this Agreement and the consumm­

ation of the transactions contemplated hereby do not and will not 

violate Industries* or Safety Light's Certificates of Incorpora-

tion. By-laws or governing documents, or any material indenture 
I • • • . - • I 

or agreement to which either of them is a party or by which 

either of their properties or assets are bound. 
J. 

4.5. Except as indicated on Schedule A hereto, there 

are no actions, suits^ proceedings, or investigations pending 
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against ̂  Safety Light or Metreal or any of their properties or 

assets, at law or in equity, before or by any federal, state, 

Bunicipal or other governmental court, department, commission, 

agency or instrumentality, domestic or foreign. 

4.6. Industries owns the Shares free and clear of all 

liens, security interests, encumbrances and claims of third par­

ties and has the absolute and unrestricted right to sell, trans­

fer and assign the same to Lime Ridge pursuant to the terms here­

of. No person or entity has any option, call* claim or other 

right with respect to the Shares, pr any other shares of capital 

stock of Safety Light. 

' • • ' ' ' . / ^ 

4.7. Safety Light owns the Metreal Shares free and 

clear of liens, encumbrances, security interests and claims of 

third parties No person or entity has any option, call, claim 

or other right with respect to the shares of capital stock of 

Metreal. 

) ^ ' : • • - -

4.8. Except'as described in Schedule B hereto, neither 
) • . -

Safety Light nor Metreal is a party to nor bound by any oral or 

written! (i) employee collective bargaining agreement, employ-

Bent agreement (other than employnent agreements under which 

-7-
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Safety Light's or Metreal's sole obligation is to make current 

wage or salary payments, which obligation is terminable by them 

without premium or penalty on notice of ninety (90) days or 

less), consulting agreement, deferred compensation agreement, or 

covenant not to compete) (ii) contractual agreement with any 

employee or ageniti (ill) contracts or commitments providing for 

payments based upon sales, purchases or profits; (iv) power of 

attorney; or (v) employee's pension, profit-sharing, stock op­

tion, bonus, incentive, stock purchase,, welfare, life insurance, 

hospital and medical benefit plan or any other employment benefit 

agreement. 

4.9. Schedule C hereto contains a materially complete 

and accurate list of each contract to which Safety Light or 

Metreal is a party which (i) requires either of them to pay an 

aggregate of more than Ten Thousand ($10,000) Dollars during the 

life of the contract; or (ii) requires either of them to render 

services for nore than twelve (12) months after the date of this 

Agreement. 

4.10. Schedule D hereto contains a materially complete 

and accurate list as of the date of this Agreement, of the name 

of each bank in which Safety Light or Metreal maintains an ac-
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count or safety deposit box, and the names of all persons author­

ized to draw thereon or to have access thereto. 

4.11. (a) Schedule E hereto contains a materially com-

plete and accurate list of all machinery, equipment, and other 

tangible personal property (excluding inventory) owned or leased 

by Safety Light or Metreal, all such leased property being so 

indicated., 

(b) Except as set forth ôn Schedule E hereto. 

Safety Light and/or Metreal, as the case may be, has good and 

marketable title to all of its property, and owns the same free 

and clear of all liens, security Interests, encumbrances and 

claims of third parties, 

1 

4.12. Safety Light and Metreal have filed all federal, 

state, and local tax returns which are required to be filed prior 

to the ̂ date hereof, and all taxes shown thereon have been paid 

v>hen due. 

4.13. (a) Schedule F hereto contains a materially com-
• ) ^ , . 

plete list or description oft (i) all United States and foreign 
« • ' . • 

patents, patent applications, copyright, copyright registrations, 

all Onited States, state and foreign trade names, trademarks and 
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service mark registrations and applications and all other trade 

names, trademarks and service narks owned by safety Light and/o/ 

Metreal and shows in each case, the product, device, process, 

service, business or publication covered thereby, the registered 

owner, expiration date and number, if any; (11) description of 

all licenses and other agreements relating to the assets, pro­

perty or rights described in the preceding clause to which Safety 

Light or Metreal is a party, showing in each case the parties and 

the material terms; and (111) a description of all licenses or 

agreements pertaining to know-how, trade secrets, inventions, 

disclosures, or uses of ideas and industrial property to which 

Safety Light or Metreal is a party, showing in each case the 

properties and material terms,' 

(b) No proceedings are pending which challenges 

the validity or ownership of any patent, trademark, service mark, 

copyright, or the ownership of any other right or property des-
) • • 

crlbed in the preceding sentence 

5. Warranties and Representations of Lime Ridge 

Line Ridge hereby warrants and represents to 

Industries, knowing and intending that Industries is relying 
. • • * 

hereon in entering into the transactions contemplated hereby 

tbati 
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5.1. It is a corporation duly organized, validly exist­

ing and in good standing under the laws of the Commonwealth, of 

Pennsylvania. 

5.2. It has the corporate power and authority to ex­

ecute and perform this Agreement, and any other agreements, docu­

ments, and/or instruments contemplated hereby. 

5.3. The execution of this Agreement and the consumm­

ation of the transactions contemplated hereby do not violate its 

Certificate of Incorporation, By-laws, governing documents or any 

other material indenture or agreement to which it is a party or 

by which its properties or assets are bound. 

5.4. This Agreement, and any other agreement, document 

and/6r instrument to be executed by it in connection with the 

transactions contemplated hereby, constitute the valid and bind­

ing agreements of Lime Ridge, enforceable in accordance with 

their respective terms \ 

5.5. Except as specifically set forth in this Agree-
* , - • 

Bent, Industries has not made any warranty, representation or 
; - - • -

pronise whatsoever regarding t:he subject natter of this Agree-
Bent, the financial condition of Safety Light or Metreal or the 

) 
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value of their assets or properties. • ., ' 

6. No Brokers ' 

The parties hereto represent and warrant to each 

other that neither they nor any agent or affiliated company has 

employed any broker or finder in connection with this Agreement 

and the transactions contemplated hereby, and agree to Indemnify 

and hold the other harmless from any and all liabilities (includ­

ing without limitation, reasonable attorney's fees and disburse­

ments paid or incurred in connection with such liabilities) or 

brokerage commissions or finders fees in connection with this 

Agreement or the transactions contemplated hereby. Insofar as 

such claims shall be based upon arrangements or agreements or 

actions made or alleged to have been made by or on behalf of such 

party. This obligation to indemnify shall survive the Closing 

7. Other Concurrent Action 

Concurrently herewith the following is also trans-

pirings 

I (a) Industries is delivering to Lime Ridge a cer­

tified copy of the resolution of its Board of Directors authoriz-

ing the execution by it of this Agreement and the consummation of 

the transactions contemplated herebyi 

(b) Lime Ridge is delivering to industries a cer-

-12-
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tifled copy of the resolution of Line Ridge's Board of Directors 

authorzlng the execution by it of, this Agreement and the con­

summation of the transactions contemplated hereby; 

(c) Safety Light and Lime Ridge, are pursuant to 

the Security Agreement, executing and delivering to' Industries 

appropriate UCC-1 Financing Statements to perfect the security 

interest granted to industries in the Collateral; 

^ (d) Safety Light and Metreal, as landlord, and usR 

Metals, Inc., as tenant, are entering into a lease, a copy of 

which is attached hereto as Exhibit E. 

(e) Industries is delivering to Lime Ridge, Safety 

rtiflcate No, 

duly endorsed for transfer. 

Light Stock Certificate No, I i evidencing the Shares, 

e. No Implied Warranties 

It is expressly acknowledged by Lime Ridge that 

Industries has and hereby disclaims any and all implied and ex­

press warranties respecting the physical condition of the tan­

gible personal property of Safety Light and Metreal and their 

suitability to any particular use. The implied warranties which 

are hereby disdained by industries include without linitation, 

Berchantability and fitness for a particular purpose. It is also 

expressly acknowledged by Line Ridge that Industries has nbt and 

^ -13-
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does not nake any warranties or representations respecting the 

real estate owned or leased by Safety Light and/or Metreal, in­

cluding, without limitation,, warranties and representations re­

specting its physical condition and its ability to be used for 

any particular purpose or purposes. 

9. Orange Litigation 

9.1. (a) Reference is hereby made to that certain 

action entitled "T & E Industries, inc , a New Jersey corpora­

tion. Plaintiff vs. United States Radium Corporation, a Delaware 

Corporation, Defendant", Superior Court of New Jersey, Law 

Dlvisiont Essex County, Docket No t L-41346-80 (the aforesaid 

action is hereinafter referred to as the "Orange Litigation"). 

(b) The term "Related Litigation", as used in 

this Section 9 shall mean any suit, proceeding, claim, etc. made 

or instituted against Industries, Lime Ridge, Safety Light or any 

Affiliates of Industries (as hereinafter defined) if such suit, 

proceeding or claim arises out of the facts and circumstances 

giving rise to the Orange Litigation. 

9.2. (a) Immediately after the date hereof. Lime Ridge 
• • 

shall cause Safety Light to substitute new counsel ("New 

Counsel") for the counsel presently representing Safety Light in 

the Orange Litigation ("Old Counsel"). 

-14-
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(b) Industries shall cause Old Counsel, on the 

request of Lime Ridge (and provided that Old Counsel is not pro­

hibited from so doing by reason of the existence of a conflict) 

to consult with and cooperate with New Counsel in the defense of 

\the Orange Litigation. 

(c) Lime Ridge and Safety Light shall be fully 

responsible for the payment of all legal fees and related out-of-

pocket disbursements and expenses incurred by New Counsel in the 

defense of the Orange Litigation. Lime Ridge agrees that it will 

and will cause Safety Light to vigorously defend the Orange 

Litigation or any Related Litigation. 

(d) Industries shall be fully responsible for the 

payment pf all legal fees and related out-of-ppcket disbursements 

and expenses incurred by it in connection with Old Counsel's 

cooperating and consulting with New Counsel in the defense of the 

orange Litigation. 

9.3. (a) (1) Lime Ridge agrees that it will not and 

will not permit or allow Safety Light to settle the Orange Liti­

gation or any Related Litigation^ without the prior written con­

sent of Industries; provided, however, that the prior written 

consent of Industries need not be obtained if any settlement 

entered into by Safety Light or Lime Ridge requires only the 

paynent of a sum certain, which sun certain is paid by Safety 

• . • ^ . • ~ ^ 
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Light or Lime Ridge at the consummation of the settlement. 

(ii) Except in the limited circumstance des­

cribed in Section 9.3(b) below Lime Ridge and Safety Light shall 

indemnify and hold Industries and^its Affiliates harmless from 

and against any and all liabilities, losses, costs, damages, 

demands, judgments, suits, legal fees and out-of-pocket expenses 

incurred, imposed or suffered by Industries and/or its Affiliates 

in connection with, resulting from or relating to the Orange 

Litigation, the Related Litigation or claims therein. The obli­

gation to indemnify shall survive the execution and delivery of 

this Agreement and the consummation of the transactions contem­

plated hereby* The term "Affiliates" as used herein shall mean 

any corporation or entity that directly or indirectly through one 

or more of its Intermediaries, controls or is controlled by or is 

under common control with. Industries 

(b) Line Ridge shall and agrees to cause Safety 

Light to advise and Inform Industries of any settlement offers or 

proposals made by the plaintiff in the Orange Litigation, or in 

any Related Litigation. If Industries requests that Safety Light 

or Lime Ridge accept any proposed settlement offer. Lime Ridge 

shall and agrees to cause Safety Light to accept such settle-

Bent. If Lime Ridge and/or Safety Light would not accept such 

proposed settlement offer except for the insistence of Industries 

pursuant to the terns hereof, then Industries agrees to cPn-
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tribute to Safety Light twenty-five (25%) per cent of the amount 

required, to be paid by Safety Light pursuant to the agreed-upon 

settlement. • -
• ) ' 

r • 1 

10, California Litigation 

10.1* Reference is hereby made to that certain action 

entitled "Penteco, a partnership. Plaintiff, vs. United States 

Radium Corporation, a Delaware^ corporation, Defendant", United 

( States District Court, Central District* California (the afore­

said action Is hereinafter referred to as the "California 

Litigation"), 

10.2. Lime Ridge agrees that Industries ahall have the 

continuing and irrevocable right to designate the attorneys re­

presenting Safety Light in the California Litigation 

10.3. Industries agrees to pay and. be fully responsible 

for payment of all legal fees and related out-of-pocket disburse-
- ^ 

nents and expenses Incurred by Safety Light in defending the 
California Litigation. 

\ 

10.4. Line Ridge agrees that it will not allow or permit 

Safety Light to compromise, settle, or consent to the entry of a 

judgment with respect to the California Litigation, without first 

obtaining the prior written consent of industries. 

-17-
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10*5. Industries agrees to contribute to Safety Light a 

fun, up to a naxlmum of $100,000, in connection with any judgment 

entered against Safety Light in the California Litigation, or in 

connection with any settliement of the California Litigation, 

provided that Industries has consented to such settlement, 

10.6, Except to the extent that Industries is obligated 

to contribute in accordance with Section 10,5 hereof. Lime Ridge 

shall indemnify and hold Industries and its Affiliates harmless 
•, • • • ' - . 1 

from and against any and all liabilities, losses, costs, damages, 

demands, judgments, suits, legal fees and out-of-pocket expenses 

incurred. Imposed or suffered by Industries and/or its Affiliates 

in connection with, resulting from or relating to the California 

Litigation or claims therein The obligation to indemnify shall 

survive the execution and delivery of this Agreement and the 

consummation of the transactipns contemplated hereby. The term 

"Affiliates" as used herein shall mean any corporation or entity 

that directly or indirectly through one or nore of its intermedi-?. 

aries, controls or is controlled by or is under common control 

with. Industries.^ 

11. Tax Allocation 

Line Ridge hereby agrees to cause Safety Light to 

pay to Industries its "share of Industries* consolidated tax 

liability" as that tern is hereinafter.defined. Safety Light's 

-18-
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"share of Industries' consolidated tax liability" is defined as 

the dollar anount resulting fron multiplying (i) Safety Lights 

taxable Incone for Federal incone tax purposes for the period 

January 1, 1982 to the date hereof, by (11) Forty-Six (461) per 

cent. Such paynent shall be due within 90 days from the date 

hereof. 

12. Miscellaneous 

12,1, This Agreement represents the entire understanding 

of the parties hereto with respect to the subject matter hereof, 

and supersedes any and all prior and contemporaneous negotia­

tions, understandings or agreements, whether verbal or written, 

all of which prior, and contemporaneous negotiations, understand­

ings and agreements are hereby rendered null and void 
^ 

12.2. This Agreement shall be binding upon and shall 

inure to the benefit of the parties hereto and their respective 

successors and assigns, 

12.3. This Agreement shall be governed by and shall be 

construed in accordance with the laws of ̂ the Commonwealth of 

Pennsylvania. 

12.4. No press release, public announcement or other 

coonunlcation relating to the transactions described herein shall 
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be nade or issued by or on behalf of either party, without the 

prior written approval of the other, which shall not be unreason­

ably withheld. 

12.5. Line Ridge agrees that it will do all which is 

necessary to change the name of the corporation surviving the 

nerger of Line Ridge into Safety Light to "Safety Light Corpor­

ation". 

\ 

12 6. In 1980, Industries and its Affiliates were reor­

ganized pursuant to a Plan of Reorganization submitted to and 

approved by industries' shareholders at a meeting held in August, 

1980. In connection therewith, various of the assets of United 

States Radium Corporation were allocated along divisional lines 

to newly formed subsidiaries of Industries Lime Ridge acknowl­

edges that the only assets and properties of Safety Light (ex­

cluding inventory and accounts receivable) are as listed on Sche­

dule E hereto. Lime Ridge agrees that it will, from time to 

time, upon the request of Industries, take such action and ex-

ecute such instruments as is necessary to establish the owershlp 

of property other than that property listed on Schedule E here-

to. 

IN WITNESS WHEREOF, the parties hereto have executed 

this Agreement by their duly authorized corporate officers the 

-20-
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day and year first above written. 

ATTEST t USR INDUSTRIES, INC. 

By. 

ATTESTI LIME RIDGE INDUSTRIES, INC 

DAVID JOKti^WATTS, Vice President ĴOHl̂  T. MIXLER, President 

t-
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PROMISSORY NOTE 

PRINCIPAL AMOUNTS $315,000 DATEt Kay 24, 1982 

FOR VALUE RECEIVED, LIME RIDGE INDUSTRIES, INC, a 

Pennsylvania corporation ("Maker"), promises to pay to the order 

of USR INDUSTRIES, INC., a Delaware corporation ("Bolder") at 

Suite 217, 2203 Timberloch Place, The Woodlands, Texas 77380 or 

at such other place as the Holder hereof aay from time to time 

designate in writing, the principal sun of Three, Hundred Fifteen 

Thousand ($315,000) Dollars, with interest thereon fron the date 

hereof at the rate of eight (8%) per cent per annun in lawful 

Boney of the United States, which shall be paid in the following 

Banneri 

The principal balance hereof shall be payable in thirty-

four (34) installments of principal, in the anounts and on the 

dates set forth in Schedule A hereto. Each paynent of principal 

Bhall be acconpanied by payment of accrued but unpaid interest on 

the unpaid principal balance as of the date of each principal 

paynent. 

The entire unpaid balance of principal, together with 

accrued but unpaid interest thereon shall be due and payable on 

December 31, 1990. 



Each paynent Bade hereunder shall be applied first on 

account of interest and the balance, if any, to the reduction of 

principal. 

As security for the paynent of the monies owing here­

under, the Maker has executed and delivered to the Holder a 

Pledge and Escrow Agreenent, of this date, respecting the Pledged 

Shares (as defined therein). The terms and provisions of the 

Pledge and Escrow Agreenent are Incorporated herein by reference 

as if expressly set forth. 

As further security for,the payment of the monies owing 

hereunder. Safety Light Corporation and Maker have executed and 

delivered to the Holder a Security Agreenent, of this date, 

respecting the Collateral (as defined therein). The terns and 

provisions of the Security Agreenent are incorporated herein by 

reference as if expressly set forth. 

The full amount of the principal balance owing, and the 

accrued but unpaid interest thereon, shall, at the election of 

the Holder hereof, become inmediately due and payable upon the 

occurrence of any-of the following ("Events of Default").. 

(a) tbe failure of the Maker to pay any 

•2-
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installment of principal or interest or late 

charge if not paid within fifteen (15) days of 

the date when the sane is due and payable^ 

(b) the failure of the Maker to perform 

or observe any tern, provision, covenant or 
t 

agreenent contained in this Note, or the 

Pledge and Escrow Agreenent, or the failure of 

the Maker to perform or observe any tern, 

covenant, condition, condition, stipulation 

provision, obligation, warranty or representa­

tion contained in or imposed upon Maker pur-

suant to that certain Stock Purchase Agree­

nent, of this date, entered into among Maker 

and Holder} 

(c) the sale of all or substantially all 

of the assets of Maker} 

(d) the failure of Safety Light Corpor­

ation or the Maker to perform or observe any 

term, covenant, condition, stipulation, pro­

vision, obligation, warranty or representation 

contained in or Inposed upon either of them 

pursuant to the Security Agreement. 
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If the Bolder shall, upon the occurrence of an Event of 

Default, place this Mote in the hands of an attorney for collec­

tion, the Bolder shall be entitled to receive from the Maker 

reasonable attorney's fees, costs of suit, and out-of-pocket 

disbursenents incurred in connection therewith. 

s 

The Maker shall pay to Holder, upon demand, a charge of 

four (4t) per cent of any anount payable (including principal and 

interest) by the terns of this Note which are not paid within 

fifteen (15) days of the date the same shall becone due and 

payable. 

The Maker and all endorsers and guarantors of this Mote, 

waive presentnent, denand for paynent, protest, and notice of 

dishonor of this Note, authorize the Bolder without notice or 

further consent, to grant an extension of tine for the paynent of 

any nonies owing under this Note, and to waive conpllance with 

any provisions of this Note. 

The provisions of this Note are severable, and the in-

validity or unenforceability of any provision shall not alter or 

inpair the renalnlng provisions of this Note. 

This Note shall be construed under and governed by the 

laws of the Coomonwealth of Pennsylvania. 

U5 o<̂  p t / 
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Whenever used herein, the term "Maker" and "Bolder" 

shall be deened to include their respective heirs, executors, 

•dninistrators, successors and assigns* 

IN WITNESS WHEREOF, Lime Ridge Industries, Inc. has 

executed this Note by its duly authorized corporate officers the 

day and year first above written* 

ATTEST} LIME RIDGE INDUSTRIES, INC. 

By /S/ JOHN T. MILLBR 

By / s / DAVID JOHN WATTS J6Ut4 ^ . HlLLfelt, t> re8 ldenb 
DAVID JOHN WATTS, V i c e P r e s i d e n t 

- 5 -
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PLEDGE AND ESCROW AGREEMENT 

This Agreenent is made this 24th day of May, 1982, among 

LIME RIDGE INDUSTRIES, INC., a Pennsylvania corporation, having 

an address at 4150A Old Berwick Road, Bloomsburg, Pennsylvania 

("Lime Ridge")} .USR INDUSTRIES, INC., a Delaware corporation, 

having an address at Suite 217, 2203 Timberloch Place, The 

Woodlands, Texas 77380 ("Industries")} and BANNOCH, WEISMAN, 

STERN, 6ESSER, BERKOWITZ & KINNEY, P. A., having offices at 744 

Broad Street, Newark, New Jersey ("Escrow Agent"). 

RECITALS t 

A. Concurrently with the execution hereof, the follow­

ing has transpired: 

(I) Industries has sold to Lime Ridge, pursuant to 

the terms of a Stock Purchase Agreement, of this date, all of the 

Issued and outstanding shares of capital stock of Safety Light 

Corporation, a Delaware corporation ("Safety Light"); and 

(II) Lime Ridge has executed and delivered to 

Industries its promissory note ("Note") in the principal sum of 

Three Bundred Fifteen Thousand ($315,000) Dollars, which Note 

evidences Lime Ridge's obligation to pay the deferred purchase 
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price for the aforementioned shares. 

B. Industries would be unwilling to consummate the 

transactions more particularly described in the Stock Purchase 

Agreement unless Lime Ridge secures its obligations to pay the 

Indebtedness evidenced by the Note by pledging the shares of 

capital stock of Safety Light purchased from Industries. 

NOW, THEREFORE, in consideration of the Recitals and the 

mutual covenants herein contained, the parties hereto agree as 

follows: 

1. Pledge of Shares 

1.1. As collateral security for (1) the due and 

punctual payment of the Note and any and all increases, exten­

sions, renewals, substitutions and changes in the form thereof; 

(11) the full, prompt and unconditional performance of all obli­

gations, covenants, warranties, representations, promises and 

liabilities of Lime Ridge pursuant to the Stock Purchase Agree­

nent, Note, this Agreement and any other agreement executed 

and/or delivered by Line Ridge in connection with the transac­

tions contenplated by the Stock Purchase Agreement; and (ill) all 

costs and expenses Incurred and/or paid by Industries in enforc-
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ing its rights pursuant to the Stock Purchase Agreement, Note and 

this Agreement, Line Ridge hereby pledges and grants to 

Industries a security Interest in the One Million One Hundred 

Sixty Four Thousand One Hundred Thirty-Six (1,164,136) shares of 

the issued and outstanding shares of capital stock of Safety 

Light owned by 1^ ("Pledged Shares"). 

1.2. Concurrently with the execution hereof. Line 

Ridge has delivered to the Escrow Agent, Safety Light stock cer­

tificate No. , evidencing the Pledged Shares, together 

with a stock assignment executed in blank. 

1.3. The Escrow Agent acknowledges receipt of the 

Pledged Shares and the blank stock assignment and agrees to hold 

the same in escrow, subject to and upon the terms and conditions 

of this Agreement, and to carry out the provisions of this Agree­

ment on its part to be performed. 

1.4. (a) Any shares issued on or exchanged for the 

Pledged Shares as a result of any stock dividends, stock splits, 

subdivisions, combinations, reclassifications, reorganizations, 

mergers, consolidations, exercise of warrants or options, or 

similar transactions respecting the Pledged Shares shall become 

-3-



part of the Pledged Shares and shall be held on the same terms as 

the shares on or in exchange for which such shares have been 

issued. 

(b) So long as an Event of Default (as de­

fined in the Note) has not occurred under the Note, Lime Ridge 

shall have the right to vote the Pledged Shares and to give con-

sents and ratifications with respect thereto. 

1.5. (a) If an Event of Default under the Note 

shall occur and Industries desires to exercise its rights in and 

to the Pledged Shares as secured party, then Industries shall 

give written notice ("Default Notice") to the Escrow Agent and 

Lime Ridge, stating that an Event of Default has occurred and 

requesting the Escrow Agent to deliver the Pledged Shares to 

Industries. 

(b) If within twenty (20) days after the giving of 

the Default Notice, Lime Ridge has not objected to delivery of 

the Pledged Shares to Industries by written notice ("Objection 

Notice") given to the Escrow Agent and to Industries, then the 

Escrow Agent, without further instructions from any party hereto, 

shall deliver to Industries the Pledged Shares and the stock 

assignnent delivered to the Escrow Agent. 

(c) If the Escrow Agent shall receive an Objection 

-4-
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Notice from Line Ridge within such twenty (20) day period, then 

the Escrow Agent shall retain the Pledged Shares until it shall 

receive any of the following: 

(I) written instructions signed by Industries 

and Line Ridge setting forth to whon the Pledged Shares shall be 

delivered} or \ 

(II) a final order of a court of competent 

jurisdiction setting forth to whom the Pledged Shares shall be 

delivered. 

1.6 (a) If Lime Ridge has nade all payments re­

quired under the Note to Industries, and Lime Ridge requests the 

Escrow Agent deliver to it the Pledged Shares, the Escrow Agent, 

without any obligation to determine whether all the required 

payments under the Note have been nade, shall notify Industries 

that it is prepared to deliver the Pledged Shares to Line 

Ridge. If Industries objects to such delivery, it shall give 

written notice to the Escrow Agent and Lime Ridge within twenty 

(20) days after receiving the notice of the Escrow Agent. 

(b) If the Escrow Agent does not receive any 

notice fron Industries within said twenty (20) day period object-

ing to the release of the Pledged Shares, the Escrow Agent shall, 

without further instructions, deliver the Pledged Shares to Line 
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Ridge. 

(c) If the Escrow Agent receives such notice of 

objection fron Industries within such twenty (20) day period, the 

Escrow Agent shall retain the Pledged Shares until it shall re­

ceive any of the following: 

(I) written Instructions signed by Industries 

and Line Ridge.setting forth to whon the Pledged Shares shall be 

delivered} or 

(II) a final order of a court of conpetent 

jurisdiction setting forth to whon the Pledged Shares shall be 

delivered. 

2. Warranties and Representations by Lime Ridge. 

Lime Ridge hereby warrants and represents to Industries, 

knowing and Intending that it is relying hereon in entering into 

the transactions contemplated by the Stock Purchase Agreement 

that: 

2.1. Lime Ridge owns the Pledged Shares free and 

clear of all liens, encumbrances, security Interests and claims 

of third parties. The Pledged Shares have been fully paid for 

and are non-assessable. 
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2.2. The Pledged Shares are not subject to any 

restrictions respecting their transferability or other disposl-* 

tion. Lime Ridge is not a party to nor bound by any share­

holders' agreement, buy-sell agreement or other agreement or 

arrangement restricting its ability to transfer or dispose of the 

Pledged Shares. 

2.3. Lime Ridge has full voting rights with re­

spect to the Pledged Shares. The Pledged Shares are not subject 

to any voting agreement, proxy, voting trust or other arrangement 

whereby its voting rights to the Pledged shares have been re­

stricted or transferred. 

2.4. There are no existing options, warrants, 

calls or commitments of any character relating to the Pledged 

Shares. 

2.5. The execution, delivery and performance by it 

of this Agreement and the consummation of the transactions con­

tenplated hereby have been duly authorized by all requisite cor­

porate action} are ..pot inconsistent with and will not violate its 

Certificate of Incorporation, By-laws or other governing docu­

ments} and does not, and will not, contravene any provisions of 
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or constitute a default under any contract, instrument or agree­

ment to which it is a party or by which its properties or assets 

are bound. 

3. Covenants by Lime Ridge 

Lime Ridge hereby covenants that until the Note is paid 

in full that: 

3.1. It will not consolidate or merge with another 

entity, except for the nerger of Line Ridge into Safety Light. 

3.2. It will not allow or pernit Safety Light to issue 

any shares of its capital stock or securities convertible into 

shares of its capital stock. 

4. Remedies of Industries 

4.1. (a) From and after the occurrence of an Event 

of Default under the Note, and the delivery of the Pledged Shares 

to Industries pursuant to the terms hereof. Industries shall have 

the right to: 

(1) vote any or all of the Pledged 

Shares, and give all consents, waivers and ratifications with 

respect thereto and otherwise act in all natters with respect 

thereto as the outright owner thereof (Line Ridge hereby irrevoc-
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ably constituting and appointing Industries as its proxy and 

attorney in fact with full power of substitution so to do, and 

Lime Ridge hereby agreeing to execute at any time in the future 

such additional Instrument or Instruments to confirm the proxy 

and power hereby granted)} 

(11) receive all dividends and all other 

distributions of any kind on the Pledged Shares} 

(ill) exercise any and all rights of 

conversion or exchange, and any and all other rights, privileges, 

options or powers of the owner of the Pledged Shares pertaining 

or relating thereto (Lime Ridge hereby Irrevocably constituting 

and appointing Industries its prpxy and attorney in fact with 

full power of substitution so to do, and Lime Ridge hereby agree­

ing to execute at any time in the future such additional instru­

ment or instruments to confirm the power hereby granted); and 

(iv) from time to time, without adver­

tisement or right of redemption by Lime Ridge, at it's option, to 

sell, re-sell, assign, transfer and deliver all or any part of 

the Pledged Shares at any broker's board or exchange or at public 

or private sale, for cash or on credit, or for future delivery, 

and in connection therewith, to grant options and Impose reason­

able conditions such as requiring any purchaser to represent that 

any stock constituting any part of the Pledged Shares is being 

purchased for investment purposes only. Upon each such sale, 
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Industries may purchase all or any part of the Pledged Shares 

being sold free from and discharged of all trusts, claims, rights 

of redemption and equities of Lime Ridge. At any such sale of 

the Pledged Shares, Industries shall have the right to make pay­

ment of any amount bid by it by setting off against such bid all 

or any part of the amount then due to Industries under the 

Note. Lime Ridge agrees that a notice sent at least five (5) 

days before the date of an intended sale or the date after which 

any private sale or other Intended disposition of the Pledged 

Shares is to be made, shall be deemed to be commercially reason­

able notice of such sale or disposition. 

/ 

4.2. Industries, in addition to any other rights 

granted to it hereunder, and at law, shall be entitled to all 

rights and remedies of a secured party under the Uniform Commer­

cial Code, as adopted by the Commonwealth of Pennsylvania. 

4.3. The proceeds, if any, of any sale by 

Industries of the Pledged Shares shall be applied as follows: 

First, to the payment of all fees and expenses Incurred by 

Industries in selli^ng or disposing of the Pledged Shares, includ­

ing but not limited to legal fees and expenses; Second, to pay 

the indebtedness secured hereby} and Third, to pay any excess 

-10-
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remaining to Lime Ridge. 

5. Escrow Agreement 

5.1. The parties to this Agreement, pther than the 

Escrow Agent, acknowledge and agree that' the Escrow Agent: 

' (a) is not a party to, and is not bound by 

any agreement referred to herein or by any agreement among the 

other parties hereto or their respective heirs, administrators, 

successors or assigns, other than as herein set forth. 

(b) is acting hereunder as a depositary only 

and is not responsible or liable in any manner for the suffi­

ciency, genuineness or validity of any Instrument deposited with 

it, or for the form of execution of such Instrument, or for the 

identity, authority, or rights of any person executing or de­

positing it. 

(c) shall be protected in acting upon any 

written notice, request, waiver, consent, receipt or other papers 

or documents believed by it to be genuine and to have been made, 

signed, sent or presented by the proper party or parties. 

(d) shall not be liable for any error of 

judgment or for any act done or step taken by it in good faith, 

or for any mistake of law, or for anything which it may do or 

refrain from doing in connection herewith, except its own wlll-
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full misconduct. 

(e) may consult with legal counsel in the 

event of any disputed question as to the construction of any 

provision hereof, or its duties hereunder, and shall incur no 

liability and shall be fully protected in acting in accordance 

with the opinion and instructions of such counsel. 
4 _, 
4 

• 

5.2. The parties hereto acknowledge that the 

Escrow Agent may be serving as counsel to Industries in connec­

tion with the transactions contemplated hereby and may Continue 

to serve as its counsel. The Escrow Agent is merely acting as a 

stakeholder hereunder and the parties agree that the Escrow Agent 

may continue to serve as Industries' counsel in connection with 

any dispute or controversy arising out of this Agreement or the 

transactions contemplated hereby* 

5*3. The Escrow Agent shall be indemnified and 

held harmless, and reimbursed by the parties hereto for all ex­

penses, claims and obligations Incurred by it pertaining to its 

duties hereunder. The obligation of the parties hereto to indem­

nify, hold harmless, and reimburse the Escrow Agent shall be joint 

and several. 
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6. Merger of Lime Ridge with Safetv Light 

6.1. Notwithstanding anything to the contrary 

contained in this Agreement, Lime Ridge shall be entitled to have 

the Pledged Shares released to it upon the flnallzatlon of the 

merger of Lime Ridge into Safety Light (if there does not exist, 

at such time, an Event of Default under the Note, or an event 
4 

which, with the-giving of notice or passage of time, or both, 

would become an Event of Default). If Lime Ridge has merged 

Itself into Safety Light and desires that the Pledged Shares be 

released to it, it shall give written notice to the Escrow Agent 

and to Industries, requesting that the Pledged Shares be released 

to it, said notice to state that ^he aforesaid merger has been 

effectuated and said notice to be accompanied by evidence of the 

effectuation of said merger. 

6.2. If within twenty (20) days after the giving 

of the aforesaid notice. Industries has not objected to the de­

livery of the Pledged Shares to Lime Ridge by written notice 

given to the Escrow Agent and to Lime Ridge, then the Escrow 

Agent, without further instructions from any party hereto, shall 

deliver to Lime Ridge the Pledged Shares and stock assignment 

delivered to the Escrow Agent. 

6.3. If the Escrow Agent shall receive an objec­

tion notice from Industries within such twenty (20) day period. 

-13- £ x . ^ 



{ " . ' I ! • • : 

then the Escrow Agent shall retain the Pledged shares until it 

has received any of the following: 

(I) written instructions signed by 

Industries and Lime Ridge setting forth to whom the Pledged / 

Shares shall be delivered} or 

(II) a final order of a court of com-

patent jurisdiction setting forth to whom the Pledged Shares 

shall be delivered. 

7. Miscellaneous 

7.1. This Agreement represents the entire under­

standing of the parties hereto wltK respect to the subject matter 

hereof and supersedes any and all other prior negotiations or 

agreements which are hereby rendered null and void. This Agree­

ment may not be amended or modified except by a writing executed 

by all of the parties hereto. 

7.2. This Agreenent shall be governed by and shall 

be construed in accordance with the laws of the Commonwealth of 

Pennsylvania. 

••V 

7.3. this Agreenent shall be binding upon ' and 

shall inure to the benefit of the parties hereto, and their re­

spective heirs, successors, administrators, executors and as­

signs. 
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7.4. Paragraph headings contained in this Agree­

ment are for convenience of reference only and shall not be 

deemed a part of this Agreenent. 

7.5. All notices required to be given hereunder 
« 

shall be given by certified mail, return receipt requested, ad­

dressed to the parties at their addresses above written, or at 

such other address as may be given by such party by like 

notice. 

IN WITNESS WHEREOF the parties hereto have executed this 

Agreement the day and year first 'above written. 

ATTEST: 

ATTEST: 

USR INDUSTRIES, INC. 

J S ^ V U C7)?ti^w>^ 
LIME RIDGE INDUSTRIES, INC. 

C l / y k l M / J ^ C ^ / l ^ By 
DAVID JOm^ATTS, Vice P r e s i d e n t ILLBR, Pre si dent 

^NNOCH, WEISMAN, STERN, BESSER, 
BERKOWITZ 6 KINNEY, P.A. 

By. 
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GUARANTY OF PAYMENT 

This Guaranty is made this 24th day of May, 1982, by 

SAFETY LIGBT CORPORATION, a Delaware corporation having an 

address at 4150 A Old Berwick Road, Bloomsburg, Pennsylvania 

("Guarantor"), to USR INDUSTRIES, INC., a Delaware corporation 

having an address at Suite 217, 2203 Timberloch Place, The 

Woodlands, Texas 77380 ("Industries"). 

RECITALS: 

A. Concurrently with th^ execution hereof the follow­

ing has transpired: 

(I) Industries has, pursuant to the terms of a 

Stock Purchase Agreenent, of this date, sold to Line Ridge 

Industries, Inc. ̂ ("Lime Ridge") all of the issued and outstanding 

shares of capital stock of Safety Light} 

(II) Line Ridge has executed and delivered to 

Industries a pronissory note ("Note"), of this date, in the 

principal sun of Three Bundred Fifteen Thousand ($315,000) 

Dollars, which Note evidences Line Ridge's obligation to pay to 

Industries the deferred portion of the purchase price for the 

aforementioned shares. 

Bl-oo\S 
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B. Industries Is unwilling to sell the aforementioned 

shares of capital stock of Safety Light to Lime Ridge unless 

Safety Light guarantees payment and performance of Lime Ridge's 

obligations under the Note. 

NOW, THEREFORE, in consideration of the Recitals and the 
# 

mutual covenants' herein contained, and in order to Induce 

Industries to consummate the transactions contemplated by the 

Stock Purchase Agreement, the parties hereto agree as follows: 

1. Definition 

The term "Obligations to Industries" shall mean (1) the 

Indebtedness of Lime Ridge to Industries as evidenced by the 

Note, and any and all extensions, modifications, substitutions, 

renewals. Increases and changes in the form thereof} and (ii) all 

costs and expenses (Including attorneys* fees) incurred and/or 

paid by Industries in enforcing its rights pursuant to the Note* 

2. Guaranty of Obligations to Industries 

2.1 The Guarantor hereby unconditionally guaranties to 

Industries the due and punctual payment and performance by Lime 

Ridge of all of the Obligations to Industries, whether as a 

result of acceleration, maturity or otherwise. The Guarantor 

agrees that if Lime Ridge shall fail to pay any Obligation to 
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Industries when and as the same shall become due and payable, the 

Guarantor will cause such amount to be paid when and as the same 

•hall become due and payable. 

2.2 The Guarantor shall be primarily liable with Lime 

Ridge for the paynent and performance of the Obligations to 

Industries. It'is expressly agreed to and understood by the 

Guarantor that Industries, upon the occurrence of a default or an 

Event of Default under the Note, need not look first to Lime 

Ridge for payment of the obligations guarantied hereby, and that 

Industries need not exhaust or proceed against Line Ridge's 

assets before proceeding against the Guarantor. 

2.3 The obligations of the Guarantor hereunder are 

absolute and unconditional. Irrespective of any circumstances 

which might constitute a legal or equitable defense or discharge 

of a guarantor or surety, or which might otherwise limit enforce­

ability against the Guarantor by Industries. 

2.4 The obligations of the Guarantor hereunder and the 

right of Industries to enforce the same shall not in any way be 

affected by the discharge of Lime Ridge or the Guarantor from the 

obligations guarantied hereby pursuant to any - Insolvency, 

bankruptcy, liquidation, reorganization, readjustment. 
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composition or other proceeding involving or affecting Lime Ridge 

or the Guarantor. 

2.5 Industries may deal with Lime Ridge and the 

Guarantor in the same manner and as freely as if this Guaranty 

did not exist, and. shall be entitled. Inter alia, to grant to 

Lime Ridge such /extension or extensions of time to perform any 

act or acts as it may deem advisable, at any time, and fron time 

to tine, without ternlnatlng, affecting or inpairlng the validity 

of this Section 2 or the obligations of the Guarantor hereunder. 

2.6 No conpronise, alteration, amendment, modification, 

extension, renewal, release or other change or waiver, consent or 

any other action, or delay, or omission or failure to act, in 

respect of any liability or obligation guarantied by the Guar­

antor hereunder, shall in any way affect or alter the obligations 

of the Guarantor hereunder. 

2.7 The Guarantor hereby expressly and irrevocably 

waives all claims of waiver, release, surrender, alteration or 

compromise and a ^ defenses, set-offs, counterclaims, recoup-

Bents, reductions, limitations, impairments or terminations, 

whether arising under this' Section 2 or otherwise. 
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2.8 The Guarantor waives any right, or claim of right, 

to cause a marshalling of its assets or of Lime Ridge's assets or 

to proceed against then in any particular order, it being under­

stood that Industries shall be under no obligation whatsoever to 

proceed first against Line Ridge's assets before proceeding 

against the Guarantor, or to proceed first against the Guarantor 

before proceeding against Line Ridge's assets. 

3. Responsibility for Expenses 

The Guarantor shall be liable for all costs and ex­

penses. Including attorneys' fees and disbursenents. Incurred by 

Industries in enforcing the Guarantor's obligations hereunder. 

4. Miscellaneous 

4.1 This Guaranty represents the entire understanding 

of the parties hereto with respect to the subject matter hereof, 

and may not be amended or modified in any manner, at any time, 

unless by a writing executed by all of the parties hereto. 

4.2 This Guaranty shall be binding upon and shall Inure 

to the benefit of the parties hereto, and their respective heirs, 

successors, legal representives, and assigns. 

-5-
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4.3 This Guaranty shall be construed in accordance with 

and shall be governed by the laws of the Commonwealth of 

Pennsylvania* 

4.4 All paragraph headings in this Guaranty are for 

convenience of reference only and shall not be deemed a part of 

this Guaranty. • ' 

4.5 All notices to be given hereunder shall be given by 

certified mail, return receipt requested, addressed to the par­

ties hereto at their addresses set forth above, or at such other 

address as they shall designate in writing, and shall be deemed 

given when mailed. ./ 

IN WITNESS WHEREOF, Safety Light Corporation has execut­

ed this Guaranty by its duly authorized corporate officers the 

day and year first above written. 

ATTESTI SAFETY LIGHT CORPORATION 

_- BySfel^*^/- f/dM^CA^ (L.S.) 
ÎD J0HN*WATT8^^ Vice President y^OHN T* MILLER, President 
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SECURITY AGREEMENT 

This Security Agreement ia made this 24th day of May, 

1982, between USR INDUSTRIES, INC., a Delaware corporation, hav­

ing offices at Suite 217, 2203 Timberloch Place, The Woodlands, 

Texas 77380 ("Secured Party"), SAFETY LIGHT CORPORATION, a 

Delaware corporation, having offices at 4150 A Old Berwick Road, 

Bloomsburg, Pennsylvania ("Safety Light"), and LIME RIDGE 

INDUSTRIES, INC., a Pennsylvania corporation having offices at 

4150 A Old Berwick Road, Bloomsburg, Pennsylvania ("Lime Ridge"). 

RECITALS: / 

A. Concurrently with the execution hereof, the follow­

ing has transpired: 

(I) Secured Party has sold to Lime Ridge, pursuant 

to the terms of a Stock Purchase Agreement, of this date, all of 

the issued and outstanding shares of capital stock ("Shares") of 

Safety Light Corporation, a Delaware corporation. 

"* 

(II) Line Ridge has executed and delivered to 

Secured Party its promissory note ("Note"),-in the principal sum 

IA\^ D 
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of Three Hundred Fifteen Thousand ($315,000) Dollars, which Note 

evidences its obligation to pay the deferred portion of the pur­

chase price for the Shares} 

(ill) Safety Light has executed and delivered to 

Secured Party a Guaranty of Payment ("Guaranty"), pursuant to 

which it has guaranteed payment of the obligations of Lime Ridge 

under the Note. 

B. Secured Party is unwilling to sell the Shares to 

Lime Ridge unless Safety Light secures its obligations to guaran­

ty by granting to Secured Party a security interest in the col­

lateral more fully described herein, and unless Lime Ridge 

secures its obligations under the Note by granting to Secured 

Party a security Interest in the collateral more fully described 

herein. 

C. As provided for in the Stock Purchase Agreement, 

Lime Ridge has covenanted that it will, within 90 days from the 

date hereof, merge Lime Ridge into Safety Light, with Safety 

Light being the surviving corporation. 

NOW, THEREFORE, in consideration of the Recitals, and 
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the mutual covenants herein contained, the parties hereto agree 

as follows: 

1* Granting of Security Interests 

1.1 (a)' As collateral security for (1) the obligations 

of Safety Light to guarantee to Secured Party the "Obligations to 

Industries" (as that term is defined in the Guaranty) and (11) 

all costs and expenses incurred and/or paid by the Secured Party 

in enforcing its rights pursuant to the Guaranty and this 

Agreement, Safety Light hereby grants, pledges, transfers, 

assigns and sets over unto Secured Party a security Interest in 

the Collateral (as hereinafter defined). 

(b) As collateral security for (1) the due and 

punctual paynent of the Note and any and all increases, exten­

sions, renewals, substitutions and changes in the form thereof} 

(11) the full, prompt and unconditional performance of all obli­

gations, covenants, warranties, representations, promises and 

liabilities of Lime Ridge pursuant to the Stock Purchase Agree­

ment, the Note, this Agreement, and any other agreement executed 

and/or delivered by Line Ridge in connection with the transac­

tions contenplated by the Stock Purchase Agreenentj and (ill) all 
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costs and expenses incurred and/or paid by Secured Party in en­

forcing its rights pursuant to the Note, Stock Purchase Agree-

Bent, and this Agreenent, Line Ridge hereby grants, pledges, 

transfers, assigns and sets over unto Secured Party a security 

interest in the Collateral (as hereinafter, defined). 

f 

(e) The obligations secured hereby are sometlnes 

hereinafter collectively referred to as the "Obligations". 

1.2. The tern "Collateral" shall mean all of Lime 

Ridge's and/or Safety Light's right, title and Interest in the 

Equipment (as hereinafter defined)# the Inventory (as hereinafter 

defined), and the Accounts Receivable (as hereinafter defined), 

together with all proceeds and products of the same. 

1.3. (a) The term "Equipment" shall mean, in addition 

to the definition thereof contained in the Uniform Commercial 

Code of the Commonwealth of Pennsylvania, all equipment, 

machinery, fixtures, and all other tangible assets, all replace­

ments, repairs, modifications, alterations, additions, controls 

and operating accessories therefor, all substitutions and 

replacements therefor, and all accessions and additions thereto 

and products and proceeds of the foregoing, whether now owned or 
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hereafter acquired by Safety Light and/or Lime Ridge* 

(b) The term "Inventory" shall mean, in addition 

to the definition thereof contained in the Uniform Commercial 

Code of the Commonwealth of Pennsylvania, all goods, merchandise, 

or other personal' property held by Lime Ridge and/or Safety Light 

for sale or lease or to be furnished under contracts of service 

or which have been so furnished, all labels and other devices, 

names, or marks affixed thereto for purposes of selling or iden­

tifying the same or the seller or manufacturer thereof, all 

right, title and Interest of Lime Ridge and/or. Safety Light 

therein, all raw materials, work or goods in process or materials 

and supplies of every nature used, consumed or to be consumed in 

Lime Ridge's and/or Safety Light's business, all packaging and 

shipping materials and proceeds and products of any of the 

foregoing, whether now owned or hereafter acquired by Lime Ridge 

and/or Safety Light. 

(c) The term "Accounts Receivable* shall mean in 

addition to the definition thereof contained in the Uniform Com­

mercial Code of-^the Commonwealth of Pennsylvania, any and all 

obligations of any kind at any time due and/or owing to Lime 

Ridge and/or Safety Light and all rights of either of them to 
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receive payment or any other consideration (whether classified 

under the Uniform Commercial Code of the Commonwealth of 

Pennsylvania or any other state, as accounts, contract rights, 

chattel paper, general intangibles, or otherwise) Including, 

without limitation, invoices, contract rights, accounts receiv­

able, general intangibles, choses in action, notes, drafts, ac­

ceptances, instruments and all other debts, obligations and 

liabilities in whatever form owing to Lime Ridge and/or Safety 

Light from any person, firm, governmental authority, corporation, 

or any other entity, or security therefor, and all of their 

rights to goods sold (whether delivered, undelivered, in transit 

or returned), which may be represented thereby, whether now 

existing or hereafter arising, together with all proceeds and 

products of any and all of the foregoing. 

2. Affirmative Covenants 

Until payment in full of all Obligations, Lime Ridge and 

Safety Light covenant and agree that they will: 

2.1. Pr'dmptly pay when due all indebtedness, sums and 

liabilities of any kind now or hereafter owing by either of them 

to any party however created. Incurred, evidenced, acquired. 

-6-
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arising or payable, including without limitation the Obligations, 

incone and excise taxes and taxes with respect to any of the 

Collateral, or any wages or salaries paid by either of them or 

otherwise. 

2.2. Observe, perform and comply with the covenants, 

terms and conditions of this Agreement, the Stock Purchase Agree­

ment, Note, and any other agreement or document entered into 

between either of them and the Secured Party in connection with 

the transactions contemplated by the Stock Purchase Agreement. 

2.3. Maintain and preserv^e, and cause any subsidiary to 

maintain and preserve, in full force and effect, their corporate 

existence and rights, franchises, licenses, and qualifications 

necessary to continue its business, and comply with all appli­

cable statutes, rules and regulations pertaining to the opera­

tion, conduct and naintenance of its existence and business. 

2.4. Furnish to Secured Party: 

(a) '«As soon as delivered to any other creditor of 

Safety Light and/or Line Ridge, but in no event later than forty-

five (45) days after the end of each of their quarterly fiscal 
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periods except the fourth, their respective balance sheets as at 

the end of such period, and their respective cumulative income 

and surplus statement for the period beginning on the first day 

of such fiscal year and ended on the date of such balance sheet, 

all in reasonable detail, all prepared in accordance with 

generally accepted accounting principles consistently applied, 

and all certified by their chief financial officers. 

(b) As soon as delivered to any other creditor of 

Safety Light and/or Lime Ridge, but in no event later than ninety 

(90) days after the end of each of their respective fiscal years, 

their respective balance sheets as at the end of such year, and 

their Income and surplus statements for such fiscal year, all in 

reasonable detail, all prepared in accordance with generally 

accepted accounting principles consistently applied, and all 

certified by their respective officers and directors which certi­

fication shall be in form substantially similar to that executed 

and delivered by Secured Party to its Independent certified pub­

lic accountants in connection with such accountants auditing of 

the books and records of Secured Party* 

••. 

2.5. At any time and from time to time, upon request of 

Secured Party, give representatives of Secured Party access dur-

-8-

q6 ĉ  '3-1̂  



ing normal business hours to, and permit any of them to examine, 

audit, copy or make extracts from, any and all books, records, 

and documents in the possession of Safety Light and/or Lime Ridge 

relating to their respective affairs, and to inspect any of their 

property wherever located. 

t 

2.6. /Comply with all applicable laws, rules, regula­

tions and orders of any governmental authority, compliance with 

which is necessary to maintain their respective corporate exist­

ence, the conduct of their business or non-compliance with which 

would materially adversely affect their ability to perform the 

Obligations or any security given to Secured Party to secure the 

Obligations. 

2.7. (a) Cause to be maintained, in full force and 

effect on all property given as collateral security for all Ob­

ligations, Insurance against such risks as is satisfactory to 

Secured Party, including, without limitation, fire, theft, bur­

glary, pilferage, loss in transit and hazard Insurance. Said 

insurance policy or policies shall: 

(1) be in lunounts not less than the 

greater of (A) $200,000 or (B) such amount 
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which will preclude Safety Light and/or Lime 

Ridge from being a co-insurer within the terms 

of the applicable policies} 

(11) be in a form and with insurers 

which are reasonably satisfactory to Secured 

Party}. 

(ill) designate Secured Party and 

its assignees as additional loss payees as 

their interests shall from time to time ap­

pear} ; 

(iv) contain a "breach of warranty" 

clause whereby the insurer agrees that a 

breach of the insuring conditions or any neg­

ligence by Safety Light and/or Lime Ridge or 

any other person shall not invalidate the 

insurance as to the Secured Party and its 

assigns} 

••• 

(V) provide that they may not be 

cancelled or materially altered without thirty 

-10-
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(30) days* written notice to Secured Party and 

its assigns} and 

(vi) upon demand, be delivered to 

Secured Party. 

% • ' • " 

4 

(b) Obtain such additional insurance as Secured 

Party may require. 

(c) In the event of loss or damage forthwith 

notify Secured Party and file proofs of loss with the appropriate 

insurers. Lime Ridge and Safety Light hereby authorize Secured 

Party to endorse any checks or drafts constituting Insurance 

proceeds. 

2.8. Maintain all property in which Secured Party has 

been granted a security Interest hereunder as collateral security 

for any Obligations in good condition and repair at all times, 

preserve it against any loss, damage or destruction of any nature 

whatsoever relating to said property or its use, and keep said 

property free and clear of any liens and encumbrances whatsoever, 

except those liens and encumbrances created or permitted pursuant 

hereto. 
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2.9. At any time and from time to time upon request of 

Secured Party, execute and deliver such further documents and do 

such other acts and things as Secured Party may reasonably re­

quest in order to effectuate more fully the purposes of this 

Agreement. 

2*10. In the event of the occurrence of an Event of 

Default, pay any and all legal fees, expenses and disbursements 

reasonably and necessarily incurred by or on behalf of the 

Secured Party in connection with the transactions contemplated by 

this Agreement. / 

2.11. At all time keep accurate and complete records of 

the Collateral. 

3. Negative Covenants 

Until payment in full of all Obligations, Safety Light 

and Lime Ridge covenant and agree that they will not: 

3.1. Consolidate with, merge with, or acquire the stock 

or assets of any person, firm, joint venture, partnership, cor-
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poration or any other entity, whether by merger, consolidation, 

purchase of stock or otherwise except for the merger of Safety 

Light with Lime Ridge. 

3.2. Sell, lease or otherwise dispose of any or all of 

their assets or property, other than (1) the sale or lease of the 

Inventory in the ordinary course of business or (11) the sale or 
4 

disposition of Equipment, provided that such Equl^ent is re-

n.laced with Equipment of like value (there being subtracted from 

said value, the amount of any purchase money security Interest 

granted in connection with Lime Ridge's or Safety Light*s 

acquisition of the same). 

3.3. Incur, create or permit to exist any mortgage, 

assignment, pledge, hypothecation, security Interest, lien or 

other encumbrance on any of their property or assets, whether now 

owned or hereafter acquired, except for (1) those liens in favor 

of Secured Party created by this Agreenent and (11) purchase 

money security Interests granted in connection the purchase of 

Equipment. 

3..4. Incur, create, assume or permit to exist any in­

debtedness or liability on account of either borrowed money or 

-13-
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the deferred purchase price of property in excess, at any point 

in time, of $50,000. 

3.5. Make loans to any person, firm or entity. 

3.6. Assume, guarantee, endorse, contingently agree to 

purchase or otherwise becone liable upon the obligations of any 

firm or entity* 

3.7. Remove, or cause, or permit to be removed, without 

Secured Party's prior written consent, any of their property or 

assets from those premises set forth on Schedule 1 attached here­

to, except for sales of Inventory in the ordinary course of its 

business and except for the sale or disposition of Equipment if 

replaced with Equipment of like value. 

3.8. Sell, assign, transfer, discount,'settle, compro­

mise or otherwise dispose of any Accounts Receivable or any 

promissory note payable to either of them with or without re­

course, except for collection without recourse in the ordinary 

course of business. 

3.9* Declare or pay any cash dividend or make cash 

-14-
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distributions on or redeem, retire or otherwise acquire directly 

or indirectly, any share of their stock without the prior written 

consent of Secured Party. 

3.10. Materially change or alter the nature of their 

respective business. 
t 

4 

J 

3.12. Change the location of their principal place of 

business and/or place where their books and records are main­

tained, without the prior written consent of the Secured Party. 

3.13. Cause, suffer, or permit Net Working Capital (as 

hereinafter defined) to be or become less than 

($^ ) Dollars. The term "Net 

Working Capital" shall mean as of the time of any determination 

thereof, the amount, determined in accordance with generally 

accepted accounting principles, applied on a consistent basis, by 

which the current assets of Safety Light (and after the merger of 

Safety Light and Lime Ridge, of the survivor thereof) exceed its 

current liabilities. 

• • * 

3.14. Cause, suffer or permit Tangible Net Worth (as 

hereinafter defined) to be or become less than 

-15-
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($ ) Dollars. The term "Tan­

gible Net Worth" shall mean as of the time of any determination 

thereof, the difference between (A) the sum of (1) the par value 

(or value stated on the books of the Debtor) of the capital stock 

of all classes of Debtor, plus (or minus in case of a deficit) 

(11) the amount. of the surplus, whether capital or earned, of 

Debtor and its subsidiaries, less (B) the sum of treasury stock, 

unamortized debt discount and expense, goodwill, trademarks, 

trade names, patents, deferred charges and other intangible as­

sets and any write-up of the value of any assets, all as deter­

mined in accordance with generally accepted accounting princi­

ples, applied on a consistent basis. The term "Debtor" as used 

herein shall mean, prior to the merger of Safety Light with Lime 

Ridge, Safety Light, and subsequent to the aforesaid merger, the 

survivor of such merger. 

4. Events of Default 

The occurrence of any of the following shall constitute 

an Event of Default hereunder: 

4.1. If Lime Ridge and/or Safety Light fails to make, 

when due, any payment required by this Agreement, the Note, the 

-16-
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stock Purchase Agreement or any other document and/or Instrument 

executed and/or delivered by either of them in connection with 

the transactions contemplated by the Stock Purchase Agreement. 

4.2. If Lime Ridge and/or Safety Light falls to observe 

or perform any covenant, term or condition of this Agreement, the 
r 

Note, the Stock Purchase Agreement, or any other document and/or 

instrument executed and/or delivered by either of them in connec­

tion with the transactions contemplated by the Stock Purchase 

Agreement. 

4.3. The occurrence of any default on any of the Obli-

gations, or any default on any other loans made to Lime Ridge or 

Safety Light by third parties. 

4.4* If Lime Ridge and/or Safety Light ceases to do 

business as a going concern, or there is filed by or against 

either of them any petition with respect to their own financial 

condition under any bankruptcy law or any amendment thereto in­

cluding, without limitation a petition for reorganization, ar­

rangement or extension, or under any other insolvency laws pro-

vlding for the relief of debtors. 

-17-
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4.5. A receiver, trustee, conservator or liquidator is 

appointed for Lime Ridge and/or Safety Light, or all or a sub­

stantial part of their assets} or either of them shall be adjudi­

cated bankrupt, insolvent or in need of any relief provided for 

debtors by any court. 

4.6. If any judgment or judgments (except those covered 

by Insurance), or any levy, sequestration, or attachment, which 

in the aggregate exceeds $10,000, against Lime Ridge and/or 

Safety Light or their property, remains unpaid, undischarged, 

unsatisfied, unbonded or undismissed for a period of thirty (30) 

days after they have received notification of the entry thereof. 

4.7. If there occurs any change in the condition or 

affairs, financial or otherwise, of Safety Light and/or Lime 

Ridge or of any endorser, guarantor or surety for the liability 

of either of then to Secured Party which in the opinion of 

Secured Party Inpairs Secured Party's security or increases its 

risk. 

4.8. If at any tine less than lOOt of the issued and 

outstanding voting stock of Lime Ridge shall not be owned by John 

T. Miller, Charles R. White and/or David John Watts, or an entity 
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in which such persons own 100% of the issued and outstanding 

stock. 

4.9. The liquidation and/or dissolution of Line Ridge 

or Safety Light, except pursuant to the merger of Safety Light 

with Lime Ridge» .. 

4.10. The occurrence of a default or Event of Default 

under the Note. 

5. Remedies 

5.1. (a) Upon the occurrence of an Event of Default 

the total anount (the "Default Amount") of (1) the aggregate 

amount of all Obligations for principal and interest, including 

late charges thereon, and other sums which are then due and un­

paid} and (11) an anount equal to the aggregate amount of all 

principal remaining to be repaid on all Obligations} (iii) in­

terest on the foregoing sums at the rate of Eighteen (18%) per 

cent per annum from said occurrence until paid in full shall, at 

the option of Secured Party, become immediately due and payable 

without notice or demand} and ' 

-19-

gx'̂  
106? oV laLP 



^ 
( 1 r .4 

(b) Secured Party may forthwith give written no­

tice to Safety Light and/or Lime Ridge, whereupon they shall, at 

their expense, promptly deliver any and all Collateral to such 

place as Secured Party may designate, or Secured Party shall have 

the right to enter upon the premises where the Collateral is 

located and take immediate possession of and remove the 

Collateral without liability to Safety Light and/or Lime Ridge 

except such as is occasioned by the gross negligence of Secured 

Party, its employees or agents. In the event Secured Party ob­

tains possession of the Collateral, Secured Party may sell any or 

all of the Collateral at public or private sale, at such price or 

prices as Secured Party may deem best, either for cash, on 

credit, or for future delivery, in bulk or in parcels, and/or 

lease or retain Collateral repossessed using it or keeping it 

idle. Secured Party may also elect to retain the Collateral or 

any part thereof in satisfaction of the Obligations. The pro­

ceeds, if any, of any such sale or leasing by Secured Party shall 

be applied: First, to the payment of all fees and expenses in­

curred by Secured Party as a result of such Events of Default, 

including, without limitation, any legal fees and expenses in­

curred in repossessing the Collateral and selling and/or leasing 

itt Second, to pay the Default Amount to the extent not previous­

ly paid by Safety Light and/or Lime Ridge} and Third, to pay any 

-20-
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excess remaining to Safety Light and/or Lime Ridge. 

5.2. At all times prior and subsequent to an Event of 

Default and in addition to the foregoing, the Secured Party shall 

be entitled to all of the rights and remedies of a secured party 

under the Uniform Commercial Code as enacted in Pennsylvania, 
« 

with respect to all Collateral given pursuant to the terms of 

this Agreement. 

5.3. No remedy referred to herein is intended to be 

exclusive but shall be cunulative and in addition to any other 

remedy referred to above or otherwise available to Secured Party 

at law or in equity. No express or implied waiver by Secured 

Party of any default or Event of Default shall in any way be 

construed to be, a waiver of any future or subsequent default or 

Event of Default. The failure or delay of Secured Party in exer­

cising any rights granted hereunder upon any occurrence of any of 

the contingencies set forth herein shall not constitute a waiver 

of any such right upon the continuation or recurrence of any such 

contingencies or similar contingencies and any single or partial 

exercise of any particular right by Secured Party or any other 

right provided herein. Secured Party shall be under no obliga­

tion to proceed against any or all of the Collateral before In-
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stituting proceedings against Lime Ridge under the Note or 

against Safety Light under the Guaranty. 

5.4. Secured Party shall be under no obligation what­

soever to proceed first against any of the Collateral (or any 

other collateral, given by any other party to secure the Oblige-

tions) before proceeding against any other Collateral. It is 

understood and agreed that all Collateral stands as equal secur­

ity for all Obligations, and that Secured Party shall have the 

right to proceed against any or all of the Collateral in any 

order, simultaneously, as it, in its sole discretion, shall de­

termine. 

6. Other Charges to be Paid to Secured Party 

In addition to the principal and Interest of the Obliga­

tions, Safety Light and Lime Ridge shall pay to Secured Party, 

upon demand, together with interest at the rate of Eighteen (18%) 

per cent per annum from the date when Incurred or advanced by 

Secured Party until repaid by them, all costs, expenses or other 

sums incurred or advanced by Secured Party to preserve, collect, 

protect its Interest in or realize on the Collateral, and to 

enforce Secured Party*s rights as against Safety Light and/or 
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Lime Ridge, any account debtor or guarantor, or in the prosecu­

tion or defense of any action or proceeding related to the 

subject matter of this Agreement. All such expenses, costs and 

other sums shall be deemed secured by the Collateral. 

7* Miscellaneous Rights of Secured Party 
* 

7*1* At any time after an Event of Default hereunder 

Secured Party may notify the account debtors on any bf the Ac­

counts Receivable to make payments directly to Secured Party, and 

Secured Party may endorse all items of payment received by it 

which are payable to Safety Light and/or Lime Ridge. Safety 

Light and Lime Ridge, at the request of Secured Party, shall 

notify the account debtors of Secured Party's security Interest 

in their Accounts Receivable. 

7.2. At all times prior and subsequent to an Event of 

:3efault hereunder. Secured Party shall be entitled to all the 

rights and remedies of a Secured Party under the Uniform Commer­

cial Code as enacted in Pennsylvania, with respect to all Col­

lateral* 

7*3* At all times subsequent to an Event of Default 
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hereunder. Secured Party may take any and all action which in its 

sole discretion is necessary and proper to preserve its interest 

in the Collateral, including, without limitation, the payment of 

debts which might, in Secured Party's sole discretion, impair the 

Collateral or Secured Party*s security Interest therein, purchas­

ing insurance on. the Collateral, repairing the Collateral, or 

paying taxes or assessments thereon, and the sums so expended by 

Secured Party shall be deemed secured by the Collateral, shall be 

added to the amount of the Obligations due Secured Party, and 

shall be payable on demand with Interest at the rate of Eighteen 

(18%) per cent per annum from the date expended by Secured Party 

and until repaid. 

7.4. From and after an Event of Default, Secured Party 

is authorized to notify the postal authorities to deliver all 

mail, correspondence or parcels addressed to Safety Light and/or 

Lime Ridge to Secured Party at such address as Secured Party may 

direct. 

8. Further Assurances 

8.1. Safety Light and Lime Ridge shall take such steps 

and execute and deliver such financing statements and other docu-
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Bents all in form and substance satisfactory to Secured Party 

relating to the creation, validity, or perfection of the security 

interest provided for herein, under the Uniform Commercial Code 

or any other laws of the Commonwealth of Pennsylvania or of any 

other state or states as Secured Party may from time to time 

require. 
« 

8.2. Secured Party is hereby irrevocably appointed by 

Safety Light and Lime Ridge as their lawful attorney and agent in 

fact to execute financing statements and other documents and 

agreements as Secured Party may deem necessary for the purpose of 

perfecting any security interest, mortgages or liens under any 

applicable law. Further, Secured Party is hereby authorized to 

file on behalf of Safety Light and/or Lime Ridge, in their name, 

and at their expense, such financing statements, documents or 

agreements in any appropriate governmental office. Secured Party 

shall give Safety Light and/or Lime Ridge notice of any filings 

made hereunder. In addition. Safety Light and Lime Ridge hereby 

grant a power of attorney to Secured Party to endorse their names 

on checks, notes, acceptances, drafts, and any other Instruments 

requiring their endorsement, to change the address where their 

Ball should be sent and to open all mail. The powers of attorney 

granted to Secured Party in this Agreement are coupled with an 
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interest and are irrevocable so long as this Agreement is in 

force. 

9. Miscellaneous 

9.1. ^his Agreement shall be binding upon and shall 

inure to the benefit of the parties hereto and their respective 

successors, assigns, heirs, administrators and executors. 

9.2. This Agreement shall be governed by and shall be 

construed in accordance with the laws of the Commonwealth of 

Pennsylvania. 

9.3. Section headings contained in this Agreement are 

for convenience of reference only and shall not be deemed a part 

of this Agreement. 

9.4. This Agreement may not be modified, changed, 

amended or terminated except in writing, signed by the parties 

hereto. 

9.5. Any notification of a sale or other disposition of 

Collateral, or any other acts by Secured Party required to be 

given by Secured Party, shall be sufficiently given if given not 
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less than three (3) days prior to the dates on which such sales 

or other disposition would be made, and such notification shall 

be deemed commercially reasonable notice* 

IN WITNESS WHEREOF the parties hereto have, by their 

duly authorized corporate officers, executed this Agreement the 

day and year fltst above written* 

ATTEST t 

K i / f / A . ^ 

ATTEST! 

USR INDUSTRIES, INC* 

r^(Sjtr^ % ^ A A ^ ^ e , ^ ^ 

/ ' S A F E T Y LIGHT CORPORATION 

By. 
M?t 

ATTEST! 

v i ^ s . Vice P r e s i d e n t 

LIME RIDGE INDUSTRIES, INC* 

By-
DAVld^OHN WAjpirs, Vice P re s iden t 

H -r. MILLER, P re s iden t 
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SECRETARY'S CERTIFICATE 

The undersigned, being the duly elected Secretary 

of USR Industries. Inc.. a corporation formed pursuant to the 

laws of the State of Delaware* does hereby certify that the 

following resolutions were adopted by the Board of Directors 

of said corporation by unanimous consent In lieu of the hold­

ing of a special meeting of the Corporation's Board Of 

Directors* which resolutions remain in full force and effect 

as of the date hereof without modification or amendment In any 

respect: 

RESOLVED, that the Corporation 
sell to Lime Ridge Industries• Inc., a 
Pennsylvania corporation* pursuant to and 
In accordance with the terms of a Stock 
Purchase Agreement, In substantially the 
same form as that submitted to and 
reviewed by all of the Corporation's 
directors, all of the Issued and out­
standing shares of capital stock of Safety 
Light Corporation, a Delaware corporation 
owned by the Corporation. 

RESOLVED, that the Assistant 
Treasurer, Secretary, and President of this 
Corporation be and they hereby are 
authorized and directed on behalf of the 
Corporation to take all steps necessary and 
appropriate to consummate and effect the 
aforesaid stock sale pursuant to the terms of 
the Stock Purchase Agreement and In that regard, 
to'"execute all documents appropriate thereto. 
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The undersigned hereby f u r t h e r c e r t i f i e s as 

fo l lows: 

1, That the fol lowing a r e t r ue and c o r r e c t 

specimens of the s igna tu res of: 

NAME TITLE SIGNATURE 

Ralph T. McElvenny. J r , P r e s i d e n t ^^J^^V^T7^y^ ' '^ -^^-^ '^*^^^Y*^ 

Miniam C, Kflltnecker S e c r e t a r y \ J 5 ^ ^ ^ 

Wi l l iam E, C r iqu i A s s i s t a n t 
Treasurer vv / .<2^ .^£ l 'C . -^ ' 

2, The abovjB-mentloned officers are. as of the 

date hereof, duly elected and qualified and acting as 

officers of the Corporation, holding the offices set 

opposite their names above. 

3. The above-mentioned officers are duly authorized 

to execute and deliver any and all documents necessary for or 

relating to the aforesaid transactions and to take any and all 

actions on behalf of this Corporation In connection with the 

transactions and documents contemplated by the foregoing. 

IN WITNESS WHEREOF, the undersigned has executed 

this Certificate and affixed the seal of the Corporation as of 

theT-'Y day of ] f \ c A { / , 1982 i \ / . 1! 
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UNANIMOUS CONSENT OF DIRECTORS 

OF 

USR INDUSTRIES, INC, 

* * * * * * * * * * 

The undersigned, being all of the directors of 

USR Industries', Inc, a Delaware corporation, hereby take 

the following action by unanimous consent in lieu of hold­

ing a special meeting of the Corporation's Board of Directors: 

RESOLVED, that the.Corporation 
sell to Lime Ridge Industries, Inc, a 
Pennsylvania corporation, pursuant to and 
in accordance with the terms of a Stock 
Purchase Agreement, in substantially the 
same form as that reviev;ed by all of the 
Corporation's directors, all of the issued 
and outstanding shares of capital stock of 
Safety Light Corporation, a Delaware cor­
poration, owned by the Corporation, 

RESOLVED, that the Assistant 
Secretary, Secretary and President of this 
Corporation be and they hereby are autho­
rized and directed on behalf of the Corpora­
tion to take all steps necessary and appro­
priate to consununate and effect the afore­
said stock sale pursuant to the terms of 
the Stock Purchase Agreement and in that 
regard, to execute all documents appro­
priate thereto. 

The undersigned, by affixing their signatures hereto 



(• • . • . - i 

po.j t h i s ^ ^ ( r l ' ^ a y of ^ \ ( \ l , 1982, do hereby consent t o , 

authorize and approve the' foregoing reso lu t ions in t he i r 

capacity of a l l of the di rectors of USR Indus t r i e s , I n c 

I R P T A N P . ntiPM.c; BRIAN P , BURNS 

DATED ' \ V\ V 

JOSEPH KOSTRZEWA 

''^RALPH T, McELVENNY, JR. \ *^ 

, 1982 
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UNANIMOUS CONSENT OF DIRECTORS 

OF 

USR INDUSTRIES, INC, 

* * * * * * * * * * 

The undersigned, being all of the directors of 

USR Industries, Inc, a Delaware corporation, hereby take 

the following action by unanimous consent in lieu of hold­

ing a special meeting of the Corporation's Board of Directors: 

RESOLVED, that the Corporation 
sell to Lime Ridge Industries, Inc, a 
Pennsylvania corporation, pursuant to and 
in accordance with the terms of a Stock 
Purchase Agreement, in substantially the 
same form as that reviewed by all of the 
Corporation's directors, all of the issued 
and outstanding shares of capital stock of 
Safety Light Corporation, a Delaware cor­
poration, owned by the Corporation, 

RESOLVED, that the Assistant 
Treasurer, Secretary and President of this 
Corporation be and they hereby are autho­
rized and directed on behalf of the Corpora­
tion to take all steps necessary and appro­
priate to consummate and effect the afore­
said stock sale pursuant to the terms of 
the Stock Purchase Agreement and in that 
regard, to execute all documents appro­
priate thereto. 

The undersigned, by affixing their signatures hereto 



^ 

this">^!r^day of \ ^ l ^ y / > 1982, do hereby consent to, 

authorize and approve the foregoing resolutions in their 

capacity of all of the directors of USR Industries, Inc. 

BRIAN P, BURNS 

—'RALPH T, McELVENNY, JR. I *^ 

DATED: IA, » \ I H • " 82 
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UNANIMOUS CONSENT OF DIRECTORS 

OF 

USR INDUSTRIES, INC, 

* * * * * * * * * * 

The undersigned, being all of the directors of 

USR Industiries, Inc, a Delaware corporation, hereby take 

the following action by unanimous consent in lieu of hold­

ing a sp.ecial meeting of the Corporation's Board of Directors: 

RESOLVED, that the Corporation 
sell to Lime Ridge Industries, Inc., a 
Pennsylvania corporation, pursuant to and 
in accordance withy the terms of a Stock 
Purchase Agreement, in substantially the 
same form as that reviewed by all of the 
Corporation's directors, all of the issued 
and outstanding shares of capital stock of 
Safety Light Corporation, a Delaware cor­
poration, owned by the Corporation, 

RESOLVED, that the Assistant 
Treasurer, Secretaxry and President of this 
Corporation be and they hereby are autho­
rized and directed on behalf of the Corpora­
tion to take all steps necessary and appro­
priate to consummate and effect the afore­
said stock sale pursuant to the terms of 
the Stock Purchase Agreement and in that 
regard, to execute all documents appro­
priate thereto. 

The undersigned, by affixing their signatures hereto 

w-oo\t ^r \g.\ of /atp 



'_LHf̂ ' ! ^ ^ ' / , this ^Mr-'^day of ;' 'IC'y , 1982, do hereby consent to, 
f 

authorize and approve the foregoing resolutions in their 

capacity of all of the directors of USR Industries, Inc, 

BRIAN P, BURNS 

JOSEPH KOSTRZEWA 

RALPH T. McELVENNY, JR 

DATED : fV^jffl^ . 19 82 
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1. 0«Mor<$MUn N « M FInt and Add>ai(«) 

SAFETY LIGHT CORPORATION 
LIME RIDGE INDUSTRIES, INC 
4150 & 4150-A Old Berwick 
Road, Bloomsburg, PA 17815 
respectively 
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All of the Debtors' right, t i t le and Interest In 
the eoulpment (as hereinafter defined), the Inven­
tory (as hereinafter defined) and in the Accounts 
Receivable (as hereinafter defined). 

See additional sheets attached hereto & made part he 
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USRJNDUSTRIES, INC. 

(1) FILING OFFICER COPY - NUMERICAL 
tTAWOAWO r o n t t • F O W M U C C - I - A»p>*,*d by >ha taai i ta i» *« <ia Ca*M»a*«iaWi * l »*. 

^NH1^-ooi^ 



Unilorm Commercitl Cod»—ADDITIONAL SHEET—Form 0SCB:UCC-5a (R»v. 11-72) 
Imporian;. Read Instructions 
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SAFETY LIGHT CORPORATION 
LIME RIDGE INDUSTRIES, IN 
4150 & 4150-A Old Berwick 
Road, Bloomsburg, PA 1781 
respectively 

1 >*c<M*a F*M,i.*ii N*m,iti ana *oa>*,ti,,i 

USR INDUSTRIES, INC. 
. Box 246 
Morris town, NJ 

« 99* f •«*•*# 0*1'<t* 

I Thit stftfftteAS. sr-ftvi ce«*f« tn* ioiio*i«to s0tf<i(onei i v» * i le* Htmt ) of ^ foee ty 

1. The "Equipment" shall mean, in addition to the definition thereof contained in 
the Unifonn Commercial Code of the Commonwealth of Pennsylvania, all equipment, 
machinery, fixtures, and all other tangible assets, all replacements, i^epairs, 
modifications, alterations, additions, controls and operating accessories there­
for, all substitutions and replacements therefor, and all accessions and additions 
thereto and products and proceeds of/the foregoing, whether now owned or hereafter 
acquired by the Debtor. 

2. The "Inventory" shall mean, in addition to the definition thereof contained in 
the Uniform Commercial Code of the Commonwealth of Pennsylvania, all goods, 
merchandise, or other personal property held by the Debtors for sale or lease or 
to be furnished under contracts of service or which have been so furnished, all 
labels and other devices, names, or marks affixed thereto for purposes of selling 

/3.M of) a u 
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SAFETY LIGHT CORPORATION 
LIME RIDGE INDUSTRI 
4150 & 4150-A Old Berwick 
Road, Bloomsburg, PA 1781^ 
respectively 

Saawfas P*ri,(i*t| Namait) and AddKMI*,) 

USR INDUSTRIES, INC. 
Box 246 
Morristown, NJ 
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2 continued 
or identifying the same or the seller or manufacturer thereof, all right, title 
and interest of the Debtors therein, all raw materials, work or goods in process 
or materials and supplies of every nature used, consumed or to be consumed in the 
Debtors' business, all packaging and shipping materials and proceeds and products 
of any of the foregoing, whether no\<i owned or hereafter acquired by the Debtors. 

3. The "Accounts Receivable" shall mean in addition to the definition thereof 
contained in the Uniform Commercial Code of the Commonwealth of Pennsylvania, 
any and all obligations of any kind at any time due and/or owing to Debtors 
and all rights of Debtors to receive payment or any other consideration (whether 
classified under the Uniform Commercial Code of the Commonwealth of Pennsylvania 
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SAFETY LIGHT CORPORATION 
LIME RIDGE INDUSTRIES, IN 
4150 i4150-A Old Berwick 
Road, Bloomsburg, PA 1781 
respectively 
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USR INDUSTRIES, INC. 
Box 246 
Morristown, NJ 
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3 continued. 
or any other state, as accounts, contract rights, chattel paper, general 
intangibles, or otherwise) including, without limitation, invoices, contract 
rights, accounts receivable, general intangibles, choses in action, notes, 
drafts, acceptances, instruments and all other debts, obligations and liabilities 
in whatever form owing to Debtor from any person, firm, governmental authority, 
corporation, or any other entity, or security therefor, and all of its rights 
to goods sold (whether delivered, undelivered, in transit or returned), which 
may be represented thereby, whether now existing or hereafter arising, together 
with all proceeds and products of any and all of the foregoing. 
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License Nos. 37-00030-02 
37-00030-07E 
37-00030-08 
37-00030-09G 
37-00030-106 

Safety Light Corp., et al. 
ATTN: Jack Miller, President 
4150-A Old Berwick Road 
Bloomsburg, Pennsylvania 17815 
(Identical letter to be sent to each corporation) 

Gentlemen: 

Subject: Order Modifying License, Effective Immediately, and Demand 
for Information 

Enclosed is an Order Modifying License, effective immediately, requiring 

certain activities, including the preparation of a plan, and implementation of 

that plan, for both site characterization and decontamination of the Bloomsburg 

facility. In addition, enclosed is a Demand for Information requiring 

corporate officials from the successor corporations of U.S. Radium Corp. to 

submit certain information. We recognize that this information may have 

proprietary value. Therefore, should any corporation submitting information 

pursuant to this Order desire that such information not be made public, it 

should follow the procedures set forth in 10 CFR 2.790. In accordance with 

that regulation, a copy of this letter and the enclosed Order will be placed in 

the NRC's Public Document Room. 

The responses directed by the accompanying Order are not subject to the 

clearance of the Office of Management and Budget, as required by the Paperwork 

Reduction Act of 1980, PL 96-511. ' 

Sincerely, 

Hugh Thompson, Deputy Executive 
Director for Nuclear Materials 
Safety, Safeguards and Operations 
Support 

Enclosure: Order Modifying License and Demand for Information 

Wl^OOXb 
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UNITED STATES OF AMERICA 

NUCLEAR REGULATORY COMMISSION 

In the Matter of: 

Safety Light Corporation 
USR Industries, Inc. 
USR Lighting, Inc. 
USR Chemical, Inc. 
USR Metals, Inc. 
USR Natural Resources, Inc. 
Metreal, Inc.; 

Pinnacle Petroleum, Inc. 
and all other successor 
corporations to either USR 
Industries or U. S. Radium Corp. 
(herein referred to as the 
corporations) 

Docket Nos. 

License Nos. 

030-05980 
030-05982 
030-05981 
030-08335 
030-08444 
37-00030-02 
37-00030-08 
37-00030-07E 
37-00030-09G 
37-OD030-10G 

ORDER MODIFYING LICENSE EFFECTIVE IMMEDIATELY 
AND DEMAND FOR INFORMATION 

I. 

Safety Light Corporation (Safety Light) is the named licensee on Byproduct 

Material License Nos. 37-00030-02, 37-00030-08 37-00030-07E, 37-00030-09G, and 

37-00030-lOG, issued by the Nuclear Regulatory Commission (NRC). 

License No. 37-00030-02 authorizes the possession, storage, and use of any 

byproduct material fo r purposes of decontamination, cleanup, and disposal of 

equipment and f a c i l i t i e s previously used for manufacturing, research and 

development under th i s l icense. License No. 37-00030-02 was o r ig ina l l y Issued 

on June 20, 1956 and was l as t renewed on January 25, 1979. This license has 

been under t imely renewal since February 29, 1984. 

Wll-m<^ 



Y 

License No. 37-00030-08 authorizes the licensee to conduct research and 

development and to manufacture various devices containing tritium. License No. 

37-00030-08 was originally Issued on August 5, 1969, and was last renewed on 

January 6, 1983. This license has been under timely renewal since December 31, 

1987. The above licenses permit use of material only at facilities at 4150 Old 

Berwick Road, Bloomsburg, Pennsylvania (the Bloomsburg facility). 

License No. 37-00030-07E authorizes the distribution of timepieces, hands and 

dials to which luminous paint containing tritium is applied, to persons exempt 

from NRC licensing pursuant to 10 CFR 30.15. License No. 37-00030-07E was 

originally issued on April 16, 1965 and was last renewed on May 27, 1986. This 

license expires on April 30, 1991. 

License No. 37-00030-09G authorizes the distribution of luminous devices 

containing tritium to persons generally licensed pursuant to 10 CFR 31.5. 

License No. 37-00030-09G was originally issued on January 13, 1966 and was last 

renewed on October 24, 1983. This license has been under timely renewal since 

October 31, 1988. 

License No. 37-00030-lOG authorizes the distribution of sealed self-luminous 

sources to persons generally licensed pursuant to 10 CFR 31.7. License No. 

37-00030-lOG was originally Issued on December 13, 1971 and was last renewed on' 

April 22, 1985. This license expires on April 30, 1990. 

( 
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II, 

On January 21, 1981, the NRC received notification that the NRC licensee known 

as United States Radium Corporation (U. S. Radium), the prior licensee on all 

of the above licenses, had changed its name to Safety Light Corporation. 

There was no indication at that time that the change involved any ownership or 

organizational changes. Consequently, routine administrative license 

amendments changing the corporate name from U.*S. Radium Corporation to Safety 

Light Corporation were issued on March 31, 1982 to modify License No. 

37-00030-08; and on January 20, 1983 to modify License Nos. 37-00030-02, 

37-00030-07E, 37-00030-09G, and 37-00030-lOG. 

III. 

Since that time, the NRC has obtained and reviewed a May 16, 1980 Agreement and 

Plan of Merger between U.S. Radium Corporation and USR Industries, Inc. and a 

July 11, 1980 U.S. Radium letter to its stockholders, ("the 1980 Plan"). Based 

upon a review of the 1980 Plan, it now appears U.S. Radium, currently doing 

business as USR Industries, Inc. (Industries), merged with Industries, segre­

gated the activities authorized by the NRC into a separate corporate entity 

doing business as Safety Light, and then sold that entity to Lime Ridge Indus­

tries, Incorporated, a corporation created by former employees of Industries 

and its predecessor company, U.S. Radium. It specifically appears that the 

former NRC licensee known as U.S. Radium Corporation, through its officers 

and directors, created a new corporation, known as USR Industries, Inc. 

(Industries). The former U.S. Radium merged with Industries, becoming a wholly 
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owned subsidiary of Industries, and then changed its name to Safety Light . 

Corporation. Industries also transferred all its non-licensed assets and 

business to five other newly created corporations (USR Lighting, Inc., USR 

Chemicals, Inc.; USR Metals, Inc.; Metreal, Inc.; and USR Natural Resources, 

Inc.), then wholly owned subsidiaries to USR Industries. Pinnacle Petroleum, 

Inc., is apparently another subsidiary of Industries. 

IV. 

Neither prior notice nor NRC approval were obtained relative to either the 1980 

restructuring or subsequent sale, in apparent violation of Section 184 of the 

Atomic Energy Act and 10 CFR 30.34(b), which prohibit the transfer of a 

license, either directly or indirectly, unless the NRC shall, after securing 

full information, give its consent in writing. It further appears from the 1980 

Plan that these corporate transactions were an attempt to Isolate the liability 

and responsibility for the cleanup of the Bloomsburg facility from other, 

assumably more profitable, aspects of U.S. Radium's, and later Industries', 

business ventures. 

Neither U. S. Radium, USR Industries, nor any of their successor corporations 

or subsidiaries can ayoid responsibility and liability for the cleanup of the 

Bloomsburg facility through the transfer of an NRC license without the consent 

of the NRC, after full disclosure. Therefore, each of the corporations set 

forth in Section VI.1. of this Order ("the corporations") are, and remain, 

jointly and severally liable and responsible for the cleanup of the Bloomsburg 

- T^**lV<»-**H(. • ( •• 
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facility and for the conduct of all other activities on that site that require 

an NRC license. 

As early as 1983, the NRC sought clarification from Safety Light relative to 

corporate transactions that potentially could affect cleanup responsibility. 

Specifically, the letter that transmitted NRC Inspection Report 83-01, dated 

September 22, 1983, sought clarification based upon inspections at the Blooms­

burg facility, of the effects'of an apparent corporate transfer on licensed 

activity. Safety Lights' November 11, 1983 response to the request in the 

September 22, 1983 letter appears both incomplete and misleading in that it is 

silent concerning the details of the 1980 Plan. In its response. Safety Light 

refers the NRC back to the administrative name change processed in response to 

their January 21, 1981 submittal and affirmatively states that there were no 

organizational changes made due to the name change. 

On April 20, 1988, the NRC again sought clarification of the relationship of 

the various corporations with apparent interests in the Bloomsburg facility and 

the role each would play in the cleanup of that site. In stark contrast to the 

January 21, 1981 and November 11, 1983 submittals. Industries' June 24, 1988 

response concedes that the name change was made concurrently with a corporate 

reorganization, although even that response fails to state that one purpose of 

the reorganization was apparently to limit liability, which was stated in the 

July 11, 1980 U.S. Radium letter to its stockholders. 



V. 

Prior to the numerous transactions set forth above, on January 25, 1979, the 

NRC amended License No. 37-00030-02 to include License Condition 14 to require 

a nine-month plan of specified decontamination activities submitted earlier in 

a U.S. Radium letter dated October 23, 1978. This letter also stated that a 

schedule would be developed for decontamination activities beyond the activi­

ties specified in the decontamination plan. Condition 13 of License No. 

37-00030-02 required U.S. Radium to provide the NRC the status of decontamina­

tion efforts and a schedule of work for 12 month periods beginning July 1, 

1979. The NRC's inspection at the Bloomsburg facilities on November 12, 1986 

and the site contamination survey provided in a letter to the NRC dated 

February 6, 1987 indicate that the specified decontamination activities were 

not performed. Furthermore, while Safety Light has provided a report of 

environmental monitoring each year since 1983, Safety Light has not provided 

the NRC with the required report of the status of decontamination efforts and 

schedule of work since License Condition 13 was added to the license. 

As a result, by letter dated April 20, 1988, Safety Light, USR Industries, and 

all other apparent successor corporations to USR Radium were requested to 

provide a decommissioning plan for the site which would permit the release of 

the site for unrestricted use. This decommissioning plan was to provide for a 

final radiological survey that would include all areas where licensed material 

has been used, stored or buried. The decontamination of the site was permitted 

to be gradual, extending over a period bf ten years, but was to commence within 

twelve months. 



No substantive responses were made to these requests for a plan. By now, the 

NRC would have expected to have observed action to satisfy the foregoing 

license conditions. On July 8, 1988, the NRC inspected the Bloomsburg facility 

and confirmed that there was no current effort underway to decontaminate the 

facility. Until further information is developed, the NRC considers all 

corporate successors of U.S. Radium jointly and severally liable for site 

cleanup, and all other activities requiring a license. 

Under the terms of Conditions 13 and 14 of License No. 37-00030-02, as well as 

the staff's April 20, 1988 letters, the corporations were put on clear notice 

that decontamination was necessary and required, and were given ample oppor­

tunity to submit proposed milestones and plans for decontamination. Rather 

than formulate and implement a decommissioning plan in response to the 1979 

license conditions, it now appears U. S. Radium reorganized in an attempt to 

limit liability and responsibility for cleanup. Despite repeated efforts by 

the,NRC to get U. S. Radium, and its successors, including, but not limited to 

Safety Light, to take steps to initiate meaningful decontamination efforts at 

the Bloomsburg facility, such steps have not been taken. , 

In order to ensure that the corporations provide adequate resources to 

evaluate, plan, and implement decontamination efforts with proper radiological 

safety procedures, I have determined that specific decontamination requirements 

and milestones are necessary and decontamination needs to begin expeditiously 

so as to minimize any threat to public health and safety. In view of the 

corporations' failure to fully meet the terms of Section 184 of the Atomic 

Energy Act and 10 CFR 30.34(b), as well as other conditions in the license. 

:tKiat*nMi~ift;' i< -.*•**...-
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though given opportunity to do so, and in view of the need to expeditiously 

begin decontamination to minimize any threat to public health and safety, I 

have determined that the NRC lacks reasonable assurance that site character­

ization and decontamination of the Bloomsburg facility will be initiated and 

completed in an orderly and timely fashion to assure that the health and safety 

of the public, including current employees and adjoining landowners, will be 

protected. This is particularly so in light of the apparent financial 

inability of any one successor corporation to U. S. Radium to cleanup the 

Bloomsburg facility. Accordingly, the public health, safety and Interest 

require that the actions required by Section VI of this Order commence 

immediately. For these reasons and pursuant to 10 CFR 112.201(c), no prior 

notice is required, and this order should be made Immediately effective. 

VI. 

In view of the foregoing, and pursuant to Sections 8 1 , 161b, 1611, 184 and 186 

of the Atomic Energy Act of 1954, as amended, and the Commission's regulations 

in 10 CFR 2.204 and 10 CFR Part 30, IT IS HEREBY ORDERED, EFFECTIVE 

IMMEDIATELY, THAT LICENSE NOS.: 37-00030-02, 08, 07E, 09G and lOG ARE MODIFIED 

AS FOLLOWS: 

1. The fo l lowing companies are named on the above l icenses and subject to a l l 

l i a b i l i t i e s under those l icenses: Safety Light Corp., USR Industr ies, 

I nc . , USR L ight ing, Inc . , USR Chemical, Inc . , USR Metals, Inc . , USR 

Natural Resources, Inc . , Metreal , Inc . , Pinnacle Petroleum, Inc . , and a l l 

, ,,).'l-'t^trfrjftiU*ttf- i> - i -rf^ 

i^ ' i rU-Ci-i . "A'; ,.--.•., 



% 

other successor corporations to , or subsidiaries of, either U.S. Radium 

Corp. or USR Industries, Inc. 

J • ^ 

2. Within 90 days from the date of this Order, access shall be controlled to 

all contaminated areas at the Bloomsburg facility by a fence or other . 

suitable means so as to create a restricted area, as defined in 10 CFR 

Part 20. 

3. Within 30 days from the date of this Order, all corporations set forth in 

Section VI.1. of this Order shall jointly submit, to the Regional 

Administrator, NRC, Region I, for his review and approval, a single plan 

to characterize the radioactivity at the Bloomsburg site. A corporate 

officer, not lower than the President, from each of the corporations set 

forth in Section VI.1. of this Order, shall certify under oath or affirma­

tion, to the accuracy of the information contained in the site characteri­

zation plan and to the intent on behalf of the corporation to implement 

the Plan. 

4. Within 180 days from the date the Regional Administrator approves the site 

characterization plan required by Section VI.3. of this Order, all 

corporations set forth in Sectipn VI.1. of this Order shall jointly 

submit, to the Regio'nal Administrator, NRC, Region I, for his review and 

/ 
approval, a single report that shall contain a complete radiological 

characterization of the site, with a description of the location and level 

of all sources bf radiation and contamination. A corporate officer, not 

lower than the President, for each of the corporations set forth in 

' '.^iriisi^iw**.*. c«ty««i— •-
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Section VI.1. of this Order, shall certify, under oath or affirmation, to 

the accuracy of the information contained in the site characterization 

report. 

5. Within 30 days from the date the Regional Administrator approves the site 

characterization report required by Section VI.4. of this Order, all 

corporations set forth in Section VI.1. of, this Order shall jointly submit 

to the Regional Administrator, NRC, Region I, for his review and approval, 

a single decontamination plan, with a time table for specific decontamin­

ation activities (milestones) and transfer of contaminated waste. A 

corporate official, not lower than the President, from each of the 

corporations set forth in Section VI.1. of this Order, shall certify, 

under oath or affirmation, to the accuracy of the decontamination plan, 

and to the, intent on behalf of the corporation to implement the Plan. 

6. Following the Regional Administrator's approval of the Decontamination, 

Plan required by Section VI.5. of this Order, a corporate officer, not 

lower than the President, from each of the corporations set forth in 

Section VI.1. of this Order shall submit a monthly status report, under 

oath or affirmation, to the Regional Administrator of NRC Region I, 

stating: 

a. The progress that has been made toward carrying out the decon­

tamination plan during the previous 30 days. In the event that a 

milestone set forth in the decontamination plan submitted in response 

to Section VI.5. is not met during the period covered by the report. 
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the report shall indicate: (1) the date by which the milestone is 

expected to be accomplished; (2) the reason for the failure to meet 

the milestone; and (3) the impact that the failure to meet the 

milestone will have on the decontamination plan and schedule; 

b. The actions under the decontamination plan that are expected to be 

accomplished within the next 30 days; and, 

c. The financial resources available during the period covered by the 

report. Including but, not limited to, revenue, costs and expenses, 

net losses or profits, and sums expended On decontamination of the 

Bloomsburg facility. 

No corporation named herein shall either abandon or transfer the 

Bloomsburg facility or any other corporate asset, of whatever kind or 

form, until the NRC has confirmed that a successful decontamination of the 

Bloomsburg facility has been completed. 

VI, 

Any person adversely affected by this Order may request a hearing within 30 

days of the date of its issuance. Any answer to this Order or request for a 

hearing shall be addressed to the Director, Office of Enforcement, U.S. Nuclear 

Regulatory Commission, ATTN: Document Control Desk, Washington, DC 20555, with 

a copy to the Regional Administrator, Region I, 475 Allendale Road, King of 

Prussia, Pennsylvania 19406. If a hearing is requested by the licensee, the 

- J iHtf4^*v*-4k..'.;4'','V'i.lU 
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Commission will issue an Order designating the time and place of hearing. If a 

hearing is held, the issue to be considered at such hearing shall be whether 

this Order should be sustained. An answer to this Order or request for hearing 

shall not stay the effectiveness of this Order. Upon the failure of the 

licensee or other corporations herein named to answer or request a hearing 

within the time specified, this order shall be final Without further 

proceedings. 

VIII. 

Further information is needed to determine whether the Commission can have 

reasonable assurance that in the future activities at the Bloomsburg facility 

can be conducted in accordance with the Commission's requirements and the terms 

of this Order. 

Accordingly, to determine whether the licenses should be further modified, 

suspended or revoked, or other enforcement action taken to ensure compliance 

with NRG regulatory requirements, within 30 days from the date of this Order, a 

corporate official, not lower than the President, for each of the corporations 

shall state in writing, under oath or affirmation, or where appropriate submit, 

pursuant to Sections 161c and 182 of the Atomic Energy Act of 1954, as amended, 

and 10 CFR Part 30, answers to the following DEMAND FOR INFORMATION: 

1. The names of those individuals (including lawyers) who that official has 

reason to believe had knowledge of the information set forth in, the 1980 

• .*4pai^i^i^ii,t.'*,k,;i,iiV_.; _, 

:iaiki»-5^'5;mV?ii^J?A'iv&J4*^*i«^-«i;w>3^^.^^ ,, r-.^..'^?i^i^^^p4-Z--A.>-.^-.ii.^^i..i.^.^..^L-^^^^ 
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Plan and who also was involved in the preparation, or had knowledge of its 

contents before its issuance, of: 

a. The June 24, 1988 submittals by Safety Light and USR Industries; 

b. The November 11, 1983 Safety Light submittal in response to 

Inspection Report 83-01; 

c. The January 21, 1981 Safety Light submittal advising of the corporate 

name change. 

2. How the decontamination of the Bloomsburg facility was considered, if at 

all, and by whom, in the course of the several reorganizations and 

transfers set forth in the documents referenced in Question 1; 

3. Copies of all Notices to Stockholders, the Securities and Exchange 

Commission or other submittals to regulating bodies, stockholders or other 

persons describing or in any other way related to: 

a. The Agreement to Merge of May 16, 1980; 

b. The Corporate restructuring of August 1980; 

^ c. The Corporate name change in November 1980; 

d. The sale of Safety Light Corporation in May 1982. 
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4. Copies of all contracts, agreements, deeds or other instruments of 

conveyance or, agreements between any of the companies or individuals 

relative to responsibility for cleanup of the Bloomsburg site. 

5. Copies of all annual financial statements, including but not limited to, 

balance sheets showing all assets and liabilities and profit and loss 

statements, for the three years prior to this Order. 

6. Copies of all quarterly financial statements, including but not limited 

to, balance sheets showing all assets and liabilities and profit and loss 

statements, for the four quarters prior to this Order. 

7. Copies of all annual federal tax returns for the three years prior to this 

Order...̂  

8. A listing of the names of all individuals or corporations owning at least 

10% of the stock in any corporation set forth in Section VII.l. indicating 

each owner's address and the number of shares owned. 

• ,->;^«j^^-t^ii«B^'si-.'S., «*»•«•*• 
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IX. 

The Regional Administrator of Region I may modify or relax any provision of the 

Order or Demand for Information upon the showing of good cause. 

FOR THE NUCLEAR REGULATORY COMMISSION 

Hugh Thompson, Deputy Executive Director 
for Nuclear Materials Safety, Safeguards, 
and Operations Support 

Dated at Rockville, Maryland 
this day of February 1989 

• • _ \ • • . 



ACTION PLAN FOR SAFETY LIGHT CORPORATION 

ACTION 
RESPONSIBILITY 
LEAD/ASSIST COMPLETE BY 

1. Conduct an Inspection at site to 
determine current status of program, 
including the licensee's capabilities 
for the disposal of tritium waste. 
Include site tour to familiarize 
Regional Managers with site. 

2. Evaluate USR and Safety Light 
responses to NRC questions 
regarding site decontamination 
responsibility, prepare position 
about these responses and develop 
any remaining staff questions. 

3. Contact Conmonwealth of 
Pennsylvania to inform them 
of our concerns, findings 
and plans and to solicit their 
help and cooperation with respect 
to radium contamination at the 
site, as this is not regulated by 
NRC. 

4. Refer issues resulting from 
evaluation to 01. 

5. Assessment by NMSS to determine 
the current radiological impact 
of the contamination at the site 
and the expected long term impact 
if the site is abandoned. Use 
assumptions as necessary. Prepare 
plan to obtain additional necessary 
data to improve assessment. 

Region I 

Region I/OGC 

Region I 

Region I 

NMSS 

July 8 
(Done) 

August 5 
(Done) 

August 15 
(Done) 
However, see 
item 8, below 

August 19 
(Done) 

September 30 
(Done) 
however, see 
item 9, 
below 

Wi-oo).A 



6. 

7. 

Prepare report of 01 
activities to date and 
provide copy to Region I. 

Develop order requiring principal 
responsible parties to: 

* Control access to contaminated 
areas of the site. 

01 

RI/OGC, 
OE. NMSS 

February 3 

Draft to HO by 
1/30/89. 
Submit to EDO 
week of 
2/20/89 

9. 

10. 

*" Submit, for NRC approval, a 
plan to characterize the 
radioactivity at the site. 

" Submit, for NRC approval, a 
report containing the results 
of the site characterization 
study. 

° Submit, for NRC approval, a 
plan, containing milestones, 
for completing the site 
decontamination and disposing 
of the waste. 

Contact Commonwealth of 
Pennsylvania to inform them 
of Order. 

Ensure that the recommendations 
contained in the NMSS Environ­
mental Evaluation are addressed 
by Safety Light in its submittals 
in response to the Order. 

Review Safety Light's Application 
for Renewal, including effect 
of continuing tritium discharges 
on environment. 

" Develop deficiency questions on 
routine issues. 

" Develop deficiency questions 
on funding of deconmissioning 
of tritium activities. 

Region I 

Region I 

Region I 

Concurrent 
with notifica­
tion of 
licensee 

Dependent upon 
date of 
submittals by 
Safetv Light 

Deferred 
pending 
outcome of 
enforcement 
action. 



11. Review by NMSS of safety analysis 
for luminous products produced 
by Safety Light and development 
of policy regarding whether the 
license should require continuing 
acceptance of returned product for 
disposal for life of products 
(even if manufacturing ceases). 

NMSS Deferred. 
Involves 
generic issues 
and NRC policy 
Issue. Reso­
lution may 
require rule 
change. 
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UNITED STATES OF AMERICA 

NUCLEAR REGULATORY COMMISSION 

In the Matter of: 

Safety Light Corporation 
USR Industries, Inc. 
USR Lighting, Inc. 
USR Chemical, Inc. 
USR Metals, Inc. 
USR Natural Resources, Inc. 
Metreal, Inc.; 

Pinnacle Petroleum, Inc. 
and all other successor 
corporations to either USR 
Industries or U. S. Radium Corp. 
(herein referred to as the 
corporations) 

Docket Nos.: 

License Nos, 

030-05980 
030-05982 
030-05981 
030-08335 
030-08444 
37-00030-02 
37-00030-08 
37-00030-07E 
37-00030-096 
37-00030-106 

ORDER M0DIFYIN6 LICENSE EFFECTIVE IMMEDIATELY 
AND DEMAND FOR INFORMATION 

I. 

Safety Light Corporation (Safety Light) is the named licensee on Byproduct 

Material License Nos. 37-00030-02, 37-00030-08 37-00030-07E, 37-00030-096, and 

37-00030-lOG, issued by the Nuclear Regulatory Commission (NRC). 

License No. 37-00030-02 authorizes the possession, storage, and use of any 

byproduct material for purposes of decontamination, cleanup, and disposal bf 

equipment and facilities previously used for manufacturing, research and 

development under this license. License No. 37-00030-02 was originally issued 

on June 20, 1956 and was last renewed on January 25, 1979. This license has 

been under timely renewal since February 29, 1984. 

M -60$"l) 
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License No. 37-00030-08 authorizes the licensee to conduct research and 

development and to manufacture various devices containing tritium. License No. 

37-00030-08 was originally issued on August 5, 1969, and was last renewed on 

January 6, 1983. This license has been under timely renewal since December 31, 

1987. The above licenses permit use of material only at facilities at 4150 Old 

Berwick Road, Bloomsburg, Pennsylvania (the Bloomsburg facility). 

License No. 37-00030-07E authorizes the distribution of timepieces, hands and 

dials to which luminous paint containing tritium is applied, to persons exempt 

from NRC licensing pursuant to 10 CFR 30.15. License No. 37-00030-07E was 

originally Issued on April 16, 1965 and was last renewed on May 27, 1986. This 

license expires on April 30, 1991. 

License No. 37-00030-096 authorizes the distribution of luminous devices 

containing tritium to persons generally licensed pursuant to 10 CFR 31.5. 

License No. 37-00030-096 was originally issued on January 13, 1966 and was last 

renewed on October 24, 1983. This license has been under timely renewal since 

October 31, 1988. 

License No. 37-00030-106 authorizes the distribution of sealed self-luminous 

sources to persons generally licensed pursuant to 10 CFR 31.7. License No. 

37-00030-106 was originally issued on December 13, 1971 and was last renewed on 

April 22, 1985. This license expires on April 30, 1990. 
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II, 

On January 21, 1981, the NRC received notification that the NRC licensee known 

as United States Radium Corporation (U. S. Radium), the prior licensee on all 

of the above licenses, had changed its name to Safety Light Corporation. 

There was no indication at that time that the change involved any ownership or 

organizational changes. Consequently, routine administrative license 

amendments changing the corporate name from U. S. Radium Corporation to Safety 

Light Corporation were issued on March 31, 1982 to modify License No. 

37-00030-08; and on January 20, 1983 to modify License Nos. 37-00030-02, 

37-00030-07E, 37-00030-096, and 37-00030-106. 

III. 

Since that time, the NRC has obtained and reviewed a May 16, 1980 Agreement and 

Plan of Merger between U.S. Radium Corporation and USR Industries, Inc. and a 

July 11, 1980 U.S. Radium letter to its stockholders, ("the 1980 Plan"). Based 

upon a review of the 1980 Plan, it now appears U.S. Radium, currently doing 

business as USR Industries, Inc. (Industries), merged with Industries, segre­

gated the activities authorized by the NRC into a separate corporate entity 

doing business as Safety Light, and then sold that entity to Lime Ridge Indus­

tries, Incorporated, a corporation created by former employees of Industries 

and its predecessor company, U.S. Radium. It specifically appears that the 

former NRC licensee known as U.S. Radium Corporation, through its officers 

and directors, created a new corporation, known as USR Industries, Inc. 

(Industries). The former U.S. Radium merged with Industries, becoming a wholly 
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owned subsidiary of Industries, and then changed its name to Safety Light 

Corporation. Industries also transferred all its non-licensed assets and 

business to five other newly created corporations (USR Lighting, Inc., USR 

Chemicals, Inc.; USR Metals, Inc.; Metreal, Inc.; and USR Natural Resources, 

Inc.), then wholly owned subsidiaries to USR Industries. Pinnacle Petroleum, 

Inc., is apparently another subsidiary of Industries. 

IV. 

Neither prior notice nor NRC approval were obtained relative to either the 1980 

restructuring or subsequent sale, in apparent violation of Section 184 of the 

Atomic Energy Act and 10 CFR 30.34(b), which prohibit the transfer of a 

license, either directly or indirectly, unless the NRC shall, after securing 

full information, give its consent in writing. It further appears from the 1980 

Plan that these corporate transactions were an attempt to isolate the liability 

and responsibility for the cleanup of the Bloomsburg facility from other, 

assumably more profitable, aspects of U.S. Radium's, and later Industries', 

business ventures. 

Neither U. S. Radium, USR Industries, nor any of their successor corporations 

or subsidiaries can avoid responsibility and liability for the cleanup of the 

Bloomsburg facility through the transfer of an NRC license without the consent 

of the NRC, after full disclosure. Therefore, each of the corporations set 

forth in Section VI.1. of this Order ("the corporations") are, and remain, 

jointly and severally liable and responsible for the cleanup of the Bloomsburg 
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facility and for the conduct of all other activities on that site that require 

an NRC license. 

As early as 1983, the NRC sought clarification from Safety Light relative to 

corporate transactions that potentially could affect cleanup responsibility. 

Specifically, the letter that transmitted NRC Inspection Report 83-01, dated 

September 22, 1983, sought clarification based upon inspections at the Blooms­

burg facility, of the effects of an apparent corporate transfer on licensed 

activity. Safety Lights' November 11, 1983 response to the request in the 

September 22, 1983 letter appears both Incomplete and misleading in that it is 

silent concerning the details of the 1980 Plan. In its response. Safety Light 

refers the NRC back to the administrative name change processed in response to 

their January 21, 1981 submittal and affirmatively states that there were no 

organizational changes made due to the name change. 

On April 20, 1988, the NRC again sought clarification of the relationship of 

the various corporations with apparent Interests in the Bloomsburg facility and 

the role each would play in the cleanup of that site. In stark contrast to the 

January 21, 1981 and November 11, 1983 submittals. Industries' June 24, 1988 

response concedes that the name change was made concurrently with a corporate 

reorganization, although even that response fails to state that one purpose of 

the reorganization was apparently to limit liability, which was stated in the 

July 11, 1980 U.S. Radium letter to its stockholders. 
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Prior to the numerous transactions set forth above, on January 25, 1979, the 

NRC amended License No. 37-00030-02 to include License Condition 14 to require 

a nine-month plan of specified decontamination activities submitted earlier in 

a U.S. Radium letter dated October 23, 1978. This letter also stated that a 

schedule would be developed for decontamination activities beyond the activi­

ties specified in the decontamination plan. Condition 13 of License No. 

37-00030-02 required U.S. Radium to provide the NRC the status of decontamina­

tion efforts and a schedule of work for 12 month periods beginning July 1, 

1979. The NRC's inspection at the Bloomsburg facilities on November 12, 1986 

and the site contamination survey provided in a letter to the NRC dated 

February 6, 1987 indicate that the specified decontamination activities were 

not performed. Furthermore, while Safety Light has provided a report of 

environmental monitoring each year since 1983, Safety Light has not provided 

the NRC with the required report of the status of decontamination efforts and 

schedule of work since License Condition 13 was added to the license. 

As a result, by letter dated April 20, 1988, Safety Light, USR Industries, and 

all other apparent successor corporations to USR Radium were requested to 

provide a decommissioning plan for the site which would permit the release of 

the site for unrestricted use. This decommissioning plan was to provide for a 

final radiological survey that would include all areas where licensed material 

has been used, stored or buried. The decontamination of the site was permitted 

to be gradual, extending over a period of ten years, but was to commence within 

twelve months. 
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No substantive responses were made to these requests for a plan. By now, the 

NRC would have expected to have observed action to satisfy the foregoing 

license conditions. On July 8, 1988, the NRC inspected the Bloomsburg facility 

and confirmed that there was no current effort underway to decontaminate the 

facility. Until further information is developed, the NRC considers all 

corporate successors pf U.S. Radium jointly and severally liable for site 

cleanup, and all other activities requiring a license. 

Under the terms of Conditions 13 and 14 of License No. 37-00030-02, as well as 

the staff's April 20, 1988 letters, the corporations were put on clear notice 

that decontamination was necessary and required, and were given ample oppor­

tunity to submit proposed milestones and plans for decontamination. Rather 

than formulate and implement a decommissioning plan in response to the 1979 

license conditions, it now appears U. S. Radium reorganized in an attempt to 

limit liability and responsibility for cleanup. Despite repeated efforts by 

the NRC to get U. S. Radium, and its successors, including, but not limited to 

Safety Light, to take steps to initiate meaningful decontamination efforts at 

the Bloomsburg facility, such steps have not been taken. 

In order to ensure that the corporations provide adequate resources to 

evaluate, plan, and implement decontamination efforts with proper radiological 

safety procedures, I have determined that specific decontamination requirements 

and milestones are necessary and decontamination needs to begin expeditiously 

so as to minimize any threat to public health and safety. In view of the 

corporations' failure to fully meet the terms of Section 184 of the Atomic 

Energy Act and 10 CFR 30.34(b), as well as other conditions in the license. 
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though given opportunity to do so, and in view of the need to expeditiously 

begin decontamination to minimize any threat to public health and safety, I 

have determined that the NRC lacks reasonable assurance that site character­

ization and decontamination of the Bloomsburg facility will be initiated and 

completed in an orderly and timely fashion to assure that the health and safety 

of the public, including current employees and adjoining landowners, will be 

protected. This is particularly so in light of the apparent financial 

inability of any one successor corporation to U. S. Radium to cleanup the 

Bloomsburg facility. Accordingly, the public health, safety and interest 

require that the actions required by Section VI of this Order commence 

immediately. For these reasons and pursuant to 10 CFR ir2.201(c), no prior 

notice is required, and this order should be made immediately effective. 

VI. 

In view of the foregoing, and pursuant to Sections 81, 161b, 1611, 184 and 186 

of the Atomic Energy Act of 1954, as amended, and the Commission's regulations 

in 10 CFR 2.204 and 10 CFR Part 30, IT IS HEREBY ORDERED, EFFECTIVE 

IMMEDIATELY, THAT LICENSE NOS. 37-00030-02, 08, 07E, 096 and 106 ARE MODIFIED 

AS FOLLOWS: 

1. The following companies are named on the above licenses and subject to all 

liabilities under those licenses: Safety Light Corp., USR Industries, 

Inc., USR Lighting, Inc., USR Chemical, Inc., USR Metals, Inc., USR 

Natural Resources, Inc., Metreal, Inc., Pinnacle Petroleum, Inc., and all 
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other successor corporations to, or subsidiaries of, either U.S. Radium 

Corp. or USR Industries, Inc. 

2. Within 90 days from the date of this Order, access shall be controlled to 

all contaminated areas at the Bloomsburg facility by a fence or other 

suitable means so as to create a restricted area, as defined in 10 CFR 

Part 20. 

3. Within 30 days from the date of this Order, all corporations set forth in 

Section VI.1. of this Order shall jointly submit, to the Regional 

Administrator, NRC, Region I, for his review and approval, a single plan 

to characterize the radioactivity at the Bloomsburg site. A corporate 

officer, not lower than the President, from each of the corporations set 

forth in Section VI.1. of this Order, shall certify under oath or affirma­

tion, to the accuracy of the information contained in the site characteri­

zation plan and to the intent on behalf of the corporation to implement 

the Plan. 

4. Within 180 days from the date the Regional Administrator approves the site 

characterization plan required by Section VI.3. of this Order, all 

corporations set forth in Section VI.1. of this Order shall jointly 

submit, to the Regional Administrator, NRC, Region I, for his review and 

approval, a single report that shall contain a complete radiological 

characterization of the site, with a description of the location and level 

of all sources of radiation and contamination. A corporate officer, not 

lower than the President, for each of the corporations set forth in 
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Section VI.1. of this Order, shall certify, under oath or affirmation, to 

the accuracy of the information contained in the site characterization 

report. 

5. Within 30 days from the date the Regional Administrator approves the site 

characterization report required by Section VI.4. of this Order, all 

corporations set forth in Section VI.1. of this Order shall jointly submit 

to the Regional Administrator, NRC, Region I, for his review and approval, 

a single decontamination plan, with a time table for specific decontamin­

ation activities (milestones) and transfer of contaminated waste. A 

corporate official, not lower than the President, from each of the 

corporations set forth in Section VI.1. of this Order, shall certify, 

under oath or affirmation, to the accuracy of the decontamination plan, 

and to the Intent on behalf of the corporation to implement the Plan. 

6. Following the Regional Administrator's approval of the Decontamination 

Plan required by Section VI.5. of this Order, a corporate officer, not 

lower than the President, from each of the corporations set forth in 

Section VI.1. of this Order shall submit a monthly status report, under 

oath or affirmation, to the Regional Administrator of NRC Region I, 

stating: 

a. The progress that has been made toward carrying out the decon­

tamination plan during the previous 30 days. In the event that a 

milestone set forth in the decontamination plan submitted in response 

to Section VI.5. is not met during the period covered by the report. 
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the report shall indicate: (1) the date by which the milestone is 

expected to be accomplished; (2) the reason for the failure to meet 

the milestone; and (3) the impact that the failure to meet the 

milestone will have on the decontamination plan and schedule; 

b. The actions under the decontamination plan that are expected to be 

accomplished within the next 30 days; and, 

c. The financial resources available during the period covered by the 

report, including but, not limited to, revenue, costs and expenses, 

net losses or profits, and sums expended on decontamination of the 

Bloomsburg facility. 

No corporation named herein shall either abandon or transfer the 

Bloomsburg facility or any other corporate asset, of whatever kind or 

form, until the NRC has confirmed that a successful decontamination of the 

Bloomsburg facility has been completed. 

VI. 

Any person adversely affected by this Order may request a hearing within 30 

days of the date of its issuance. Any answer to this Order or request for a 

hearing shall be addressed to the Director, Office of Enforcement, U.S. Nuclear 

Regulatory Commission, ATTN: Document Control Desk, Washington, DC 20555, with 

a copy to the Regional Administrator, Region I, 475 Allendale Road, King of 

Prussia, Pennsylvania 19406. If a hearing is requested by the licensee, the 
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Commission will issue an Order designating the time and place of hearing. If a 

hearing is held, the issue to be considered at such hearing shall be whether 

this Order should be sustained. An answer to this Order or request for hearing 

shall not stay the effectiveness of this Order. Upon the failure of the 

licensee or other corporations herein named to answer or request a hearing 

within the time specified, this order shall be final without further 

proceedings. 

VIII, 

Further information is needed to determine whether the Commission can have 

reasonable assurance that In the future activities at the Bloomsburg facility 

can be conducted in accordance with the Commission's requirements and the terms 

of this Order. 

Accordingly, to determine whether the licenses should be further modified, 

suspended or revoked, or other enforcement action taken to ensure compliance 

with NRC regulatory requirements, within 30 days from the date of this Order, a 

corporate official, not lower than the President, for each of the corporations 

shall state in writing, under oath or affirmation, or where appropriate submit, 

pursuant to Sections 161c and 182 of the Atomic Energy Act of 1954, as amended, 

and 10 CFR Part 30^ answers to the following DEMAND FOR INFORMATION: 

1. The names of those Individuals (including lawyers) who that official has 

reason to believe had knowledge of the information set forth in the 1980 
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Plan and who also was involved in the preparation, or had knowledge of its 

contents before its issuance, of: 

a. The June 24, 1988 submittals by Safety Light and USR Industries; 

b. The November 11, 1983 Safety Light submittal in response to 

Inspection Report 83-01; 

c. The January 21, 1981 Safety Light submittal advising of the corporate 

name change. 

2. How the decontamination of the Bloomsburg facility was considered, if at 

all, and by whom, in the course of the several reorganizations and 

transfers set forth in the documents referenced in Question 1; 

3. Copies of all Notices to Stockholders, the Securities and Exchange 

Commission or other submittals to regulating bodies, stockholders or other 

persons describing or in any other way related to: 

a. The Agreement to Merge of May 16, 1980; 

b. The Corporate restructuring of August 1980; 

c. The Corporate name change in November 1980; 

d. The sale of Safety Light Corporation in May 1982. 



1 \ 

14 

4. Copies of all contracts, agreements, deeds or other instruments of 

conveyance or agreements between any of the companies or individuals 

relative to responsibility for cleanup of the Bloomsburg site. 

5. Copies of all annual financial statements, including but not limited to, 

balance sheets showing all assets and liabilities and profit and loss 

statements, for the three years prior to this Order. 

6. Copies of all quarterly financial statements, including but not limited 

to, balance sheets showing all assets and liabilities and profit and loss 

statements, for the four quarters prior to this Order. 

7. Copies of all annual federal tax returns for the three years prior to this 

Order. 

8. A listing of the names of all individuals or corporations owning at least 

10% of the stock in any corporation set forth in Section VII.l. indicating 

each owner's address and the number of shares owned. 
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IX. 

The Regional Administrator of Region I may modify or relax any provision of the 

Order or Demand for Information upon the showing of good cause. 

FOR THE NUCLEAR RE6ULAT0RY COMMISSION 

Hugh Thompson, Deputy Executive Director 
for Nuclear Materials Safety, Safeguards, 
and Operations Support 

Dated at Rockville, Maryland 
this day of February 1989 



o-

THIS DOCUMENT IS BEING WITHHELD 

FROM PUBLIC DISCLOSURE 

DOCUMENT NUMBER: )()(jt^OOL 



SECURTnES AND EXCHMGE OCMMISSICN 
Washington, D.C. 20549 

Parm 10-K 

ANNUAL REPCRT PURSUAOT TO SBCTION 13 OR 15((1) OF 
OHE SECURITIES EXCHANGE ACT OF 1934 

For the f i s c a l year ended December 31 , 1987 Caimission f i l e No. 1-8040 

USR INDOSTREES, INC. ^ _ _ _ 
(Exact name of regis t rant as specified in i t s charter) 

. Delaware - 22-2303184 
(Sta te o r o ther jur isdict ion of ( I .R.S. Employer 
incorporat ion or organization) Ident if icat ion No.) 

1717 Vfoodstead Court, Suite 113, The Vfoodlands, Texas 77380 

(Address of principal executive offices) (Zip Code) 

Reg i s t r an t ' s telephone nuniber, including area code: (713) 367-2821 

Secur i t i e s reg i s te red pursuant to Section 12(b) of the Act: 
Name of Each Exchange 

T i t l e of Each Class On Which Registered 

Conmon Stock, $1.00 par value American Stock Exchange 

Secur i t i e s r eg i s te red pursuant tx) Section 12(g) of the Act: None 

Indicatie by check mark v te the r the r eg i s t r an t (1) has f i led a l l 
r epor t s reqoijred t o be fi led by Section 13 or 15(d) of the Securi t ies 
Exchange Act of 1934 during the preceding 12 months or for such shor ter 
period t:hat the regis t rant was required to f i l e such reports , and (2) has 
been si±>ject t o such f i l ing requirements for the pas t 90 days. 

YES xxxx NO 

As of March 1, 1988 there were 994,655 shares of the Registrant 's 
conmon stock outstanding, and the aggregate market value thereof teld by non-
a f f i l i a t e s was approximately $1,251,525. 

DOCUMENTS INCCRPORAIED BY REFERENCE 

The infonnatu.on cal led for by Part I I I , I tens 10, 11, 12 and 13 i s 
incorporated herein by reference to the Regis t rant ' s definitive Proxy 
Stat:enent t o be fi led in connection with the Registrant 's 1988 Annual 
Ifeeting. 
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PART I 

Item 1. Business. 

GENERAL DEVEIiJPMEWr CF BUSINESS 

USR Industr ies , Inc. (herein "Registrant" or "Iivdustries") was 
e s t ab l i shed in Delaware in 1980 as a holding company t o own diversif ied 
i n t e r e s t s , including cxflnership throuc^ subsidiaries of assets held previously 
by the former United States Radium Corporation ("USRC"). In connection with 
t he establishment of Industr ies, USRC was merged into a newly fonned 
subs id iary of Industries and the respective assets and L iab i l i t i e s of fonter 
corporate subsidiaries of USRC were assumed by wholly owned subsidiaries of 
I n d u s t r i e s . Thereafter, to more c lose ly re f lec t i t s business as primarily a 
manufacturer of safety l ighting products, USRC changed i t s name to Safety 
Light Corporation ("SLC") and, in 1982, Industries sold i s owivsrship positJ.on 
of SIC common stock. Since formation as above. Industr ies has evolved 
pursuant t o a broad corporate development stirategy kncwn as the Plan of Asset 
Redeployment (the "Plan"). .^ 

Plan of Asset Redeployment 

Pursuant to the Plan, s ince fomation as a holding coitpany in 1980 
Indus t r i es has deployed assets towards sectors believed t o offer iitproved 
growth opportunit ies over the long term. Under t t e Plan Irxiustries has 
placed en^iiasis primarily upon the natural resources, r e a l es ta te and 
f inanc ia l services sectors and has reduced i t s ownarship of small 
manufacturing operations. 

An iitportant step i n redeployment of assets away from the 
manufactjjring sector was the sa le of cer ta in net assets of USR Ctemical 
Products , Inc. ("Chemicals") t o Mitsubishi Chemic2d Irxiustries Limited of 
Japan ("Mitsubishi"). At the time the sa le was ccnpleted in 1981, Chemicals 
vas the pr incipal operating subsidiary of Industries and was conpeting in 
worldwide markets against canpanies having s i i s t a n t i a l l y greater finaxx:ial, 
t echn ica l and mar3oeting resources. Through tha t sale Industries d^loyed 
a s s e t s from a cyclical and c a p i t a l intensive business v^iich appeared 
suscept ib le t o increasing,- foreign conpetit ion. During 1985 Industries 
subs t an t i a l l y ccmpleted Ltd wi thdrav^ from the manufacturing sector t h r o u ^ 
t h e sa l e s of cer ta in net assets of i t s remedning manufacturing subsidiaries, 
USR Limiting, Inc. ("Lic^iting") and USR Metals, Inc. ("Metals") to 
coorporations cwned by Industr ies ' Chairman (the "Purchasing Corporations"). 
Such t ransact ions were further r a t i f i e d and approved by stoc3<holcters at the 
following Annual Meeting held Iferch 7, 1986. 

During 1981 and ear ly 1982, IixJustries established an ownership 
i n t e r e s t in the financial services and rea l es ta te sectors through purchase 
of ct:niir.)n stock of Boothe Financial Corporation ("BPC"), a diversif ied real 
e s t a t e and financial services concern based in San Francisco, California, 
live BPC cwnership position was divested in la te 1983 and 1984 a t a profit to 
Indus t r ies of approximately $1.4 mi l l ion . 



Natural Resources. EXrring l a t e 1983 Industries established a 
s ign i f i can t ownership i n t e r e s t in the natural resources sector through the 
purchase of camon stock pf Pinnacle Petroleum, Inc. ("Pinnacle"), a publicly 
held o i l and gas exploration and production coipany based in Denver, 
Colorado. Since 1983 Pinnacle has substant ia l ly expawied i t s scope of 
operat ions by ccrtpleting several corporate t ransact ions . See "Information 
Concerning Pinnacle Petroleum, Inc." and "Expansion and Development of 
Pinnacle" below. When calculated on a book value basis as of December 31 , 
1987, ajpoDximately $1.6 mil l ion, or 28% of Indus t r ies ' t o t a l assets of $5.8 
mi l l ion was invested i n Pinnacle Camon Stock. 

Real Esta te . Currently, Industr ies ' corporate development strategy 
enphasizes primarily t he acquisi t ion of income producing rea l es ta te deemed 
t o have potent ia l for cap i ta l appreciation. Industries considered the 
poss ib le purchase of an ownership in te res t in a savings in s t i t u t ion or other 
f inanc ia l services conpany. However, in view of Indust r ies ' purchase of 
commercial r ea l e s t a t e during November 1987 and limited overall financial 
resources , no further consideration of the financial services sector i s being 
urHderta]<en a t t h i s t ime. 

During 1987 Industr ies met i t s primary objectives under the Plan by 
the purchase, through a limited partnership of which Industries serves as 
general partner , of a commercial office building located in Hauston, Texas. 
In i t s capacity as general partner of the 1 imitfyj partnership. Industries 
owns an i n i t i a l 55.6% partnership in te res t , with individual iimi-t-pH partners, 
including an unrelated par ty and a director and officer of Industries owning 
the balance. All i n t e r e s t s in the limitpd. partnership were purchased for the 
same pro ra ta pr ice per uni t of ownership. The building, ^diich has t o t a l 
of f ice space of approximately 53,700 net rentable square feet , currently i s 
approximately 75% leased. The building's operating income i s meeting 
opera t ing costs cind debt service requirenents on a current bas is . See 
"Narrative Description of Business," belcw. 

Industries i s act ively evaluating the purchase of other rea l es ta te 
i n t e r e s t s . In view of the limi.tiyi financial resources of Industries, i t i s 
an t i c ipa ted tha t fur ther r ea l es ta te purchases, i f any, wi l l u t i l i z e a 
par tnersh ip with other pa r t i e s adding c o i t a l t o tha t conmitted by Industries 
so as t o diversify financial r isks and mfiximi ze the asse t base v^iich 
Indus t r i e s may manage. 

NARRATlVb' DESCRIPTICW OF BUSINESS 

Industr ies ' ctarrent operations consist primarily of the support and 
dsvelopcnent of i t s ownership in teres t in r ea l es ta te and of the specialty 
rijai manufacturing business of i t s subsidiary Metals, ^and monitoring the 
performance of Pinnacle. Subject to i t s in ternal financial restrLctions 
Tr^igi-rj fa«̂  continues t o evaluate the possible purchase of various interests 
i n the rea l e s ta te sector, primarily in te res t s which may offer income 
p o t e n t i a l . Significant managemKit time and corporate rescxirces are also 
involved in the conduct of l i t i ga t ion affecting Industr ies . Such l i t iga t ion 
i s fur ther descriied i n Notes to Consolidated Financial Statements and Note 
10 thereof. 



Infonnation Concerning Pinnacle Petroleum, Inc. 

Pinnacle i s primarily engaged i n the business of o i l and gas 
explorat ion, production and development, and. i s expanding primarily through 
corporate t ransac t ions . Pinnacle's explojcation ac t iv i t ies and f ie ld 
opera t ions , which u n t i l 1985 were conducted on a small scale, have expanded 
s ign i f i can t ly during the period from 1985 to 1988. As typ ica l of an 
independent o i l and gas company. Pinnacle 's operations have generally 
incliKied acquiring, exchanging, se l l ing, exploring, farming in and out, 
developing and otherwise dealing in o i l and gas properties, primarily 
leaseholds , woridng in te res t s and overriding and royalty in te res t s . 

Expansion and Develocment of Pinnacle. During l a t e 1983, 
P innacle ' s management anticipated worsening economic conditions in the o i l 
aiKi gas industry and so pursued a conservative operating stance marked by 
l imited d r i l l i n g and exploration ac t iv i ty . At that time. Pinnacle also 
forntalated a general business strategy known as Pinnacle's "Plan for 
Corporate Development" which provides for ej^ansion primarily through 
corporate t ransact ions, including mergers, rol lups and other corporate 
t r ansac t ions . Management of Pinnacle bel ieves that factors irclixiing 
continued v o l a t i l i t y of o i l and gas p r i ces , res t r ic ted marketabil i ty of 
na tura l gas and the continuing depressed conditions in the independent 
industry w i l l continue to generate corporate transactixxis for review and 
poss ib le par t ic ipa t ion by Pinnacle. 

During 1985 Pinnacle ccnpleted three corporate transactions t h r o u ^ 
viiich Pinnacle expanded i t s scope of operations. Such transactions involved, 
respec t ive ly , the issuance by Pinnacle of redeemable preferred stock and 
warrants in exchange for cash and o i l and gas properties, and the payment of 
cash and Pinnacle Common Stock t o purchase common stock of two other o i l and 
gas exploration and production canpanies. EXie to continuing depressed 
condit ions in the o i l and gas marlcets, the financial and operating strengths 
an t ic ipa ted to be achieved through these transactions have been tenpered t y 
subsequent downturns in o i l and gas prices and the writedowns of Pinnacle's 
producing and norproducing pr tper t ies ref lected i n the aoconpanying financial 
s ta tements . Also during 1985, Pinnacle jxrcchased in excess of 50% of the 
ccranon stock of Regal Petroleum, Ltd. ("Regal"), a publicly traded coipany. 
Regal, i s subject to t t e informational requirements of the securi t ies acts and 
fur ther inf ormatiiDn concerning Regal i s contciined in i t s Annual Report on 
Fonn 10-K and other public f i l ings . 

During November 1986 (a) Pinnacle stocJdxslders approved ptr^«->s;̂ lq 
for the issuance of a new class of cannon stock ("Class B Gcimoi Stock") of 
Pinnacle which would not be publicly tradeable txtt would have special voting 
r i g h t s ; and (b) the Board of Directors approved the distribution by Pinnacle 
of a warrant dividend ("W;arrant Dividend") e n t i t l i n g holders of ccmioi stock 
("Ccroraon Stock") to purchase additinnal shares of Pinnacle Cannon Stock a t 
pr ices of $1.35 and $1.50 per share during periods in 1988 and 1989, 
respect ive ly . Those stockholders who elected to receive the Class B Conmon 
Stock were not en t i t l ed to receive the Warrant Dividend. Ihe Class B Cannon 
Stock can only be transferred to a limitPd group of related persons, but i s 
eaochangeable for o-̂ iTn-in stock on a share-for-share basis. Solders of tha 
Class B riuu.ni stock vote' with the holders of Cannon Stock on general 
corporate matters. As a r}pt<vt the holders of Class B Q-jiiiiim. stock axe 
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e n t i t l e d to e l ec t a majority of the Board of Directors of pinnacle and t o 
vote on ce r t a in extraordinary mat ters . Consistent with the elect ion F^rto t y 
over n inety-e ic^t percent of other Pinnacle stockholders. Industries e lected 
t o hold i t s ownership of publicly tradeable Camion Stock. For addit ional 
information see the accotpaiying Notes to Consolidated Financial Statements 
and the public f i l ings and reports of Pinnacle. 

During ear ly 1987 Pinnacle executed Agreements of Purchase and Sale 
for two additional corporate transactions in wtiich the issuance and del ivery 
of unregistered shares of Pinnacle Common Stock .was the consideration. Such 
t ransact ions were coipleted on March 10, 1987, with Pinnacle acquiring V-4fc 
Operating Company, a pr ivate ly held o i l and gas operating company based in 
Denver, Colorado and, separately, cer ta in producing o i l and gas properties i n 
Osage County, Oklahoma. Pinnacle issued a t o t a l of 158,569 unregistered 
shares of Canton Stock in consideration of the purchases. In addition, 
through a wholly owned subsidiary Pinnacle acquired cer ta in o i l and gas 
working in te res t s from pr ivate ly held, unaff i l ia ted partnerships managed in 
San Francisco, California. The o i l and gas working in teres ts acquired are 
located in Oklahcma, Kansas, V?ycming and New York. The partnerships received 
as consideration in exchange for the vrorking in t e r e s t s conveyed t o Pinnacle 
an aggregate of 148,983 unregistered shares of Pinnacle COntnon Stock. 

Also during 1987 Pinnacle purchased from an unaffi l iated par ty 
woricing in te res t s in a shallow gas property located in western New York. 
Pursuant to i t s policy of r i s k sharing for production and development 
p roper t i e s . Pinnacle purchased such working in t e r e s t s jo in t ly with o t t e r 
pa r t i c i pan t s . Pinnacle purchased approximately 25.5% of the subject waridng 
i n t e r e s t s and Regal purchased a l ike percentage. Pinnacle so l ic i ted 
par t i c ipa t ions frcm other p a r t i e s , .including persons xmrelated t o Pinnacle 
a r^ off icers or directors thereof, who purchased the balance of the wodcLng 
i n t e r e s t s . All vorking in t e r e s t s were purchased by the part icipants on the 
same pro ra ta basis as tha t of Pinnacle and a Pinnacle subsidiary was 
se lec ted to operate the f ie ld . Al l wodcing in t e r e s t owners pay t t e same pro 
r a t a fees to Pinnacle's (derat ing subsidiary for the cost of cperations. 

Pinnacle has also advised tha t i t i s considering proposing a 
busi ress combination of Pinnacle with Regsil, which could include a merger or 
exchange offer. To date no detai lpd discussions have taken place concerning 
any such proposal. 

For further infonnation concerning Pinnacle and steps under 
Pinnacle ' s Plan for Corporate Develognait, see Note 2 to Industr ies ' Notes t o 
Consolidated Financial Statements and the Consolidated Financial Statemsits 
of Pinnacle included herewith. 

Sale of Assets of USR Lighting. Inc. and USR Ifetals, Inc. Following tha 
sa l e of cer tain net assets of Chemicals to Mitsubishi, Industries 
subs tan t ia l ly completed i t s withdrawal from manufacturing ac t i v i t i e s during 
1985 through the sa le , effective February 13, L985, of certain net assets of 
i t s remaining manufacturing subsidiaries, Lighting and Metals, to the 
Purchasing - Corporations. Tie to ta l purchase price was $1,064,000 with 
$400,000 pqjd to In i i s t r i e s a t closing and the Ivilarrft in promissory notes 
having scheduled payments of pr inr ipal and in te res t through 1995. 



In connection with the transactions with the Purchasing 
Corpoirations, Industries retadned the investment banldng group of Connecticut 
National Bank, Hartford, Connecticut, a subsidiary of Hartford National 
Corporation ("Connecticut National"), an independent financial ins t i tu t ion of 
recognized s ta ture which i s famil iar with the valuation of manufacturing 
ccnpanies. Pr ior to the sa les , Connecticut National delivered i t s wri t ten 
opinion t h a t consvmmation of the proposed transactions would be fa i r , fron a 
f inanc ia l point of view, to Industr ies and i t s stockholders. 

At a Ifeeting held March 7, 1986, stodcholders of Industries 
r a t i f i e d and ajproved the foregoing asset sa les by the affirmative vote of 
approximately 95% of the shares vot ing. I t should be noted, however, t ha t 
t he t ransact ions remain subject t o cer ta in conditions subsequent, including 
the r i g h t of the Purchasing Corporations to rescind the transactions and to 
be repaid in ful l in. the event tha t p r io r to December 31, 1988, or such l a t e r 
da te as may be agreed, counsel for the Purchasing Corporations advises t ha t 
the re i s any question vbether the assets purchased vere taJoen "free and 
clecu:" of claims against Industries or i t s subsidiary corporations. The 
c los ing date for conditions subsequent may be further extended by the Board 
of Direc tors . For a description of l i t i ga t i on involving Industries see Notes 
t o Consolidated Financial Statements and Note 10 thereof. 

In connection with the asset sales transaction as approved by 
Indus t r i e s ' stockholders, the landlord of a former office f a c i l i t y refused 
t imely consent to assignment of a lease covering sxich premises- On May 22, 
1986 Industr ies inst i tuted legal ac t ion in New Jersey Superior Court seeking 
a judicial, determination as t o the status of such lease. Ihe landlord 
answered with denials, counterclaims and addit ional allegations of fraud, 
xmfaimess, violations of the Racketeer Inflvienced and Corrupt Organization 
Act, s ecur i t i e s fraud and re la ted claims and i n i t i a t e d para l le l l i t i ga t ion in 
Federal Court. q?on motion by Industr ies the Superior Court granted summary 
jvidgment against the landlord on one count, ru l ing tha t the lease had not 
been assigned as a matter of law and ramained in effect. Ihe landlord 
appealed t o the Appellate Division, vMjch ruled unanimously to affirm the 
Si^serior Court judgment in favor of Industr ies . The landlord then petitioned 
t h e Supreme Court of New Jersey for review. On March 10, 1988 the Supreme 
Court denied landlord's pe t i t i on . (See Notes to Consolidated Financial 
Statements and Note 10(g) thereof for further description of t h i s 
l i t igat ion.^) Ihe Purchasing Corporation has agreed with the Registrant not 
t o continue to request the landlord 's consent t o such assignment. 

Lighting and Metals had been engaged respectively in the 
manufacture of p las t ic instrument panels and various custon fabricated metal 
products . Ifetals continues one manufacturing operation, the custon 
fabr ica t ion of specialty d i a l s . For further discussion of the continuing 
(^jerations of tfetals see "Continuing tanufacturing Cperations," below. 

Continuing Manufacturing Operations. Metals continues to own and 
operate Industr ies ' only remaining ownership posi t ion in the manufacturing 
sec tor , the custom fabrication of special ty d i a l s . tfetals' specialty d ia l s 
a re used as catponents for watches, clocks and timprs for consumer and 
autanotive applicatixDns and are marksted through d i r ec t sales and indepaident 
sa les representatives. Generally, Metals' products ara fabricated and 
marketed on a quoted fixad-price bas i s . The pr incipal raw materials used by 



Metals a re aluminum, s t e e l , p l a s t i c s and paints . Ratw mater ials are available 
from several commercial sources and in recent years Metals has experienced no 
s ign i f i can t d i f f i cu l t i e s in obtaining supplies for i t s ongoing business 
operat ions . Metals holds pa tents , trademarits o r l icenses as deemed advisable 
i n connection with i t s a c t i v i t i e s , but does not believe t ha t i t s cperations 
are mater ia l ly deipendent thereon. Metals had a backlog of orders frcm i t s 
ongoing product l ine to ta l ing $17,500 and $59,200 as of December 31, 1987 and 
1986, respect ively. Most goods on order a t December 31, 1987 were for 
shipment in 1988. 

Ifetals coipetes against a substantial number of small specialty-
companies , many of which have sa les and financial resources exceeding those 
of Ifetals. Pr ice , customer service and product performance are believed 
important in marketing products manufactured by Ifetals. Price conpetition 
frcm foreign manufacturers, pa r t i cu l a r ly those e:qx)rting to the United States 
from Asia, has intensif ied in recent years. Since 1983, Metals has become 
dependent on sales t o a limited number of customers. During 1987 sales t o 
th ree custcmers consti tuted 16%, 15% and 12% of Ifetals ' t o t a l sales volume. 
No other single customer accounted for more than 10% of such sa les . 

Substantially a l l product development programs of Ifetals ' specialty 
d i a l business a re sponsored by Jfetsls a t i t s expense. During the l a s t three 
years through December 31, 1987 expenses for research, dsvelcpment and 
engineering for continuing operations, including sa l a r i e s and other expenses 
of personnel employed on a regular basis in such work, were not material i n 
amount. 

Various ac t i v i t i e s of Ifetals are subject to federal , s t a te or local 
regulat ion, with regard to environmental inpact. Operations conducted by 
Metals have received a l l c e r t i f i c a t e s froca regulatory agencies necessary t o 
operate Ifetals ' manufacturing equipment in the normal course of business. 
Currently Industries i s defending l i t i g a t i o n i n which siabstantial flaimg for 
eLUeged environmental injncy are being asserted against i t . Such claims 
a r i s e from allegations as to operations of USRC many decades ago in the era 
of World War I . For further discussion as t o environmental regulations and 
l i t i g a t i o n see Notes t o Consolidated Financial Statements and Note 10 
thereof. 

Ehplovees. Industries and i t s subsidiaries employed nine persons on a 
ful l t ime basis as of December 31 , 1987. In addit ion. Industries regularly 
enploys par t time personnel and cxrtside professionals wiio provide accounting, 
l ega l and other services. 

Financial Infantation about Industry Segn^Tts, Foreign and Doroestic 
Operations and Export Sales 

Industr ies ' only remaining manufacturing i n t e r e s t , the custom 
fabr icat ion and dis t r ibut ion of special ty d i a l s , had no export sales during 
the l a s t three years. 

Item 2. Propert ies . 

As of the date hereof. Industr ies ' principal offices are located a t 
1717 Wbodstead Court, Suite 113, TJie Wbodlands, Texas 77380. T3» offices 
cons is t of approximately 2,000 square feet leased from an. unaffiliated party 
on a iKinth-t&Knonth bas is . During April 1988 Industr ies wi l l wave i t s 



off ices t o an office building having ^proximately 53,700 rentable square 
fee t of space located a t 550 Post Oak Boulevard, Houston, Texas 77027. 
During November 1987 Industries jwrchased an ajproximately f i f ty-f ive percent 
ownership i n t e r e s t in sach building through a limited partnership. A wfcUy 
cwned subsidiary of Industries serves as general partner of the l imited 
pa r tne r sh ip . At the request of Indus t r i e s , v/hich required addit ional 
f inancial par t ic ipat ions to close the purchase, an unaffil iated person and an 
o f f i c e r and d i rec tor of Industries put up the necessary additional financing 
through the purchase of limited par tnership i n t e r e s t s . Such in te res t s were 
purchased for the same pro rata pr ice as was paid by Industries. See Notes 
t o Consolidated Financi2d Statements and Notes 8 and 11 thereof. Industries 
has leased approximately 2,000 square feet of office space in tha t building 
on a three-year basis through December 31 , 1990. 

Ifetals ' manufacturing f a c i l i t y i s located within approximately 
30,000 square feet of space in Bloomsburg, Pennsylvania leased under an 
i n i t i a l five year term through 1987. Currently Metals leases approximately 
10,000 square feet of such space and the balance thereof i s subleased to one 
of the Purchasing Corporations a t a p r i ce exceeding Ifetals' ren ta l expense. 

Upon ejpirat ion of the lease on i t s 23,000 square foot f a c i l i t y i n 
Parsippany, New Jersey during December 1983, Lighting entered into a lease 
for a term of ten years for a factory and office fac i l i ty in Boonton, New 
Jersey ca tpr i s ing approximately 27,000 fee t . Under a sublease of the 
proper ty executed in connection with the sale of cer tain net assets of 
Lighting effect ive February 13, 1985, the f a c i l i t y was subleased a t r a t e s 
exceeding'Lighting's rental cost t o one of the Purchasing Corporations for an 
i n i t i a l s i x year tenn through February 1991. Uhder t t e sublease the 
subtenant i s ctoligated to pay a l l r e n t , property taxes and o t t e r occupancy 
expenses previously required to be paid hy Lighting under t t e master lease . 
•Hie f a c i l i t y i s owned t y a partnership i n which an officer and director of 
Indus t r ies holds the principal i n t e r e s t , vAvich partnership did not require 
L igh t ing ' s obligations under t t e master lease to te assumed or guaranteed by 
I n d u s t r i e s . 

During 1980 a lease covering administrat ive offices in Marristown, 
New Jersey formerly leased hy Indust r ies and having approximately 7,000 
square feet was assigned to Lic^ting, v*iich subleeised t t e premises to an 
unaf f i l i a t ed th i rd party for an i n i t i a l tenn of five years with an cptional 
f ive year extension which has been exercised by t t e subtenant. 

Management of Industries and i t s respective subsidiaries are of t t e 
opinion t ha t t t e principal propert ies cwned or leased thereby are adequate 
for t h e i r present needs and are adequately protjacted against insurable r i sks 
customary to t he i r respective indus t r i e s . 

I t a n 3 . Legal Pmrp»?fiinqs. 

Currently Industries i s defending l i t iga t ion in which substant ial 
fiAima for alleged environmaital damages azre being asserted against i t . The 
claims a r i s e from alleged a c t i v i t i e s of USRC in t t e operation of an ore 
processing f ac i l i t y in Orange, New Jersey many decades ago in t t e era of 
Wbrld War I . The plaintiff in t h a t envirocniental l i t iga t ion alleges a lso 
t h a t Industries i s responsible as an a l leged "successoor" to USRC. Various 
appeals , negotiations with administrat ive or regulatory authorit ies and 
aHHi-firin;^] l i t iga t ion is peiding in various stages and forums. Industries i s 
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PART n 

Item 5 . MarJqet For t t e Regis t rant ' s Ootmon Eguity and Rp>lated Stockholder 
tetters. 

Tte follcwing tab le se ts forth t t e range of sales pr ices for 
I n d u s t r i e s ' Camon Stock for each quarter during t t e l a s t two f^s^j^l years . 
Tte p r i c e s shewn reflect trading on t t e American Stock Exchange ("Amex"). 
With t t e cooperation of t t e Amex, during January 1988 Industries voluntar i ly 
d e l i s t e d from t t e Amex and trading for i t s caimon stock was established on 
t t e National Automated Quotation System under t t e syntxal "UIND" . 

High Lew 

1987 

First Quarter $2.25 $1,625 
Second Quarter 1.875 1.375 
Third Quarter • 2.25 1.25 
Fourth Quarter 2.125 1.00 

1986 

F i r s t Quarter $3,125 $2,125. 
Second Quarter 3.375 2.625 
•nhird Quarter 3.00 1.625 
Fourth Quarter 2.00 1.625 

At March 1, 1988 there were approximately 1,400 holders of record 
of conmon stock of Industr ies. 

No cash dividends were declared or paid fji-rrnng t t e two year period 
ended Deceniser 31, 1987. Management believes i t unlikely t ha t Industr ies 
w i l l pay dividends in t t e foreseeable future. 

10 



Item 6. Selected Financial Data. 

Tte foUcwing selected condensed financial infonnation has been 
derived from, and is qualified by referaice to and steuld te read in 
conjunction with. Industries' Consolidatad Financial Statanents and Notes 
thereto included elsevtere herein, except tte data relating to tte fiscal 
years ended December 31, 1984 and 1983 which has been derived from previously 
published financial statements. 

(in thousands except per share amounts) 

Years Ended December 31, 

Revenues 

Net earnings (loss) from 
continuing operations 

Net earnings (loss) 
per share from 
continuing operations 

Total a s se t s 

Ttotal cur ren t l i a b i l i t i e s 

long-tena ,c±>ligations 

Stocktolders ' equi ty 

1987 

$ 573 

1986 

.490 

1985 

359 

1984 

342 

$ (773) (695) (538) (641) 

1983 

664 

281 

$ (.78) (.69) (.52) (.61) .24 

$5,834 4,067 4,911 6,050 7,319 

$ 755 581 748 1,346 1,735 

$2,097 64 - - 65 

$2,613 3,388 4,163 4,704 5,584 

Item 7 . Ifenaoement's Discussion and Analysis of Financial Condition . 
and Results of Operations. 

Liquid i ty and Capital Resources 

TO date Industr ies has funded i t s in te rna l cash re&ds from 
cpera t ions ; co l lec t ion of accounts receivable and other current accounts as 
well as th rou i^ asse t sedes; issuance of miiioi stock; and bank borrowings 
from time t o t ime. Effective Decenter 31, 1986, Industr ies tenninated i t s 
two defined benefi t pension plans and, in connection with such temina t ions , 
recorded a receivable of approximately $690,000 to r e f l e c t t t e recovery of 
asse t s i n excess of t t e accumilated plan benefits and costs a<;gor~iat-ort v i t h 
plan terminatijons. Tte d i s t r ibu t ion of excess asse ts and collect ion of t t e 
receivable took place during t t e th i rd quarter of 1987. With t t e sales of 
I ndus t r i e s ' manufacturing asse t s and i t s Plan of Asset Redeployment having 
been sxabstantially aanpletad. Industries expects t o look to sales of assets 
t o meet i t s l i qu id i ty needs, i f such are not met from current operations. 

On a consolidated rigpcarting basis as of DRcember 31, 1987, 
Industr ies ' - working r-ĵ pj-t-ai d e f i c i t was $40,663 and t t e r a t io of oir-nmn-
asse t s t o current liahil,i,t.ij=>s was .9:1 versus working cap i t a l of $261,576 and 
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cur ren t r a t i o of 1.5:1 as of December 31 , 1986. Managercent ant ic ipates tha t 
during 1988 Industr ies may require addi t ional sources of l iqu id i ty . Tb meet 
i t s l i q u i d i t y requirements or in connection with other corporate objectives 
Indus t r ies may s e l l assets , offer addi t ional secur i t ies or incur additional 
indebtedness. 

In addition to usual t ransact ional and operating cos t s . Industries 
has been required to bear very subs tant ia l administrative and legal expenses 
for c e r t a i n environmental l i t i g a t i o n . For fur t te r discussion as to 
environmental regulations and l i t i g a t i o n see Notes to Consolidated Financial 
Statements and Note 10 thereof. Under a Defense Agreement dated S^Jtenter 
30, 1985 t o which Industries, SIC and five primary insvirance car r ie r s are 
p a r t i e s , c e r t a i n of Industries ' ongoing legal defense costs in -tte 
environmental l i t i g a t i o n have been assumed by such insurance ca r r i e r s . 
However, t t e Defense Agreement does not ful ly cover ei-tter t t e d i rec t o r 
i nd i r ec t cos t s t o Industries of -tte l i t i g a t i o n . Further, i t should be noted 
t t e t t t e insurance carr iers are defending "under reservation" of t t e i r 
absolute r i g h t t o deny a l l l i a b i l i t y on t t e \anderlying claims. 

Industr ies i s subject to addi t ional environmental claims which are 
not covered by any defense agreement with insurers , although negotiations for 
t t e poss ib le par t ic ipat ion by ce r ta in insxirance ca r r i e r s are in progress. Of 
course t he re can te no assurance t t e t such discussions wi l l resi i l t in any 
agreement as -to defense costs . In t t e event t t e t no agreement i s reached 
with insurers with respect to svich defense cos t s , Industries wi l l te required 
t o provide for additional legal expenses. Potent ia l sources of l iqu id i ty for 
Indus t r ies inclvide sales of t t e Common Stock of Pinnacle and discounting of 
notes receivable from t t e Purchasing Corporations. 

Industr ies anticipates t t e t during 1988 i t may bols ter i t s 
l i q u i d i t y by offering i t s stbclAolders t t e r i ^ t to purchase cer ta in shares 
of Pinnacle Canton Stock. 

Resul ts of Operations 

1387 conpared wilA 1986. Total revenues during 1987 increased t o 
$573,295 from $490,331 in 1986. Manufacturing sales for t t e year ended 
December 31, 1987 were $367,446 conpared t o $337,631 for t t e oonparable p r io r 
year . Tte increase of $29,815 i s pr imari ly a t t r ibu tab le to increased prices 
and u n i t sa les -volinne. Interest income of $61,517 for t t e current year, 
derived pr imari ly from notes receivable frcm t t e sales of cer tain net assets 
of Limiting and Ifetals, increased $6,805 frcm t t e pr ior year. 

Cost of sales for t t e current year was $140,171 compared to 
$186,637 for "tte year ended December 31, 1986. ' Decreased cost of sales 
pr imar i ly r e f l ec t a reduction in d i r e c t labor cos ts . Selling, general and 
adtainistrat ive expenses for t t e year ended December 31, 1987 were $579,822 
conpared to $462,417 for t t e pr ior year . Tte increase ref lects nonreamring 
expenses in connection with t t e purchase and operations of t t e office 
bui lding a t 550 Post Oak Boulevard, Houston, Texas 77027 offset by continued 
reduct ions- in corporate overhead expenses. Industr ies ' expenses for 1986 are 
ne t of reimbursement of certain prinrr costs made by five primary insurance 
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c a r r i e r s pursuant t o a Defense Agreement dated Septenber 30, 1985. In te res t 
expense for t t e current year increased $46,823 froa $23,891 ref lec t ing 
i n t e r e s t expense for approximately two montte an t t e mortgage assumption 
connected with t t e off ice building purchase. 

Effective December 31, 1986 Industries terminated i t s two defined 
benef i t pension plans and a receivable of $690,000 was recorded to r e f l ec t 
t t e recovery of asse ts in excess of t t e accumulated plan benefi ts and costs 
associa ted with plan terminations. Such receivable was col lected in fu l l 
during t t e th i rd quar ter of 1987. 

Indus t r ies ' equity i n t t e net loss of Pinnacle of $352,686 
r e f l e c t s Indus t r ies ' pro r a t a share of Pinnacle's r e su l t s of opera-tions for 
1987. Tte decrease from 1986 i s due primarily to Pinnacle not incurring any 
fur ther writedowns of i t s producing o i l and gas prcperties during 1987. Tte 
management of Industr ies i s of t t e opinion t t e t o i l and gas prices and 
markets are vinlikely t o decline further during 1988. In addi t ion. Industries 
recorded a $192,000 writedown on shares of Pinnacle Camon Stock anticipated 
t o be offered by Industr ies to i t s s-tocldiolders through a r i gh t s offering t o 
be made during 1988. 

Primari ly as a r e su l t of t t e foregoing factors Industr ies reported 
a ne t loss of $773,568 for 1987. 

1986 Compared With 1985. Total revenues during 1986 increased t o 
$490,331 frcm $358,826 in 1985. Manufacturing sales for t t e year a*dsd 
December 31, 1986 were $337,631 conpared to $246,411 for t t e ccnparahle pr ior 
year . Tte increase of $91,220 i s primarily a t t r ibutable t o increased uni t 
s a l e s -volume. In t e r e s t income of $54,712 for 1986, derived primarily from 
notes receivable from -tte sales of cer ta in net assets of Lighting and Metals, 
decreased $7,132 frcm t t e pr ior year . 

Cost of sales for 1986 was $186,637 compared t o $139,132 for t t e 
year ended December 31 , 1985. Increased cost of sa les resulted from 
•tTY-T-taaggx-t sales -volume during 1986 conpared t o -tte p r io r year . Selling, 
general and administrative expenses for -tte year ended Decenfcer 31, 1986 were 
$462,417 ccnpared to $342,710 for -tte pr ior year. Indus t r ies ' expenses for 
1985 a re net of reimbursauent of cer ta in pr ior costs made by five primary 
insurance ca r r i e r s pursuant to a Defense Agreement dated Septenter 30, 1985. 
I n t e r e s t expense for 1986 decreased $16,134 to $23,891, re f lec t ing lower 
i n t e r e s t ra tes during t t e year. 

Industries made no sales of Pinnacle Ceumoii Stock during 1986 aixi 
r ea l i zed no gain- or loss therefrom during 1986. During 1985 a loss of 
$67,905 was real ized in connection with t t e sale of Pinnacle Common Stock. 
Effective December 31, 1986 Industries tenninated i t s two dftfi.ned b e e f i t 
pension plans and a receivable of $690,000 was recorded to ref lect t t e 
est imated net reversion to Industries of surplus asse ts of such pension 
p l ans . 

Indust r ies ' equity in t t e net loss of Pinnacle of $1,110,654 
r e f l e c t s In iu s t r i e s ' pro ra ta share of Pinnacle's r esu l t s of operations for 

13 



"N 

1986. During 1986 Pinnacle's r e su l t s were adversely affected by t t e 
continuation of l o /x r o i l and gas pr ices and writedowns of i t s o i l and gas 
p rope r t i e s . There were no losses from discontinued operations for 1986 
compared t o a loss of $19,057 in 1985. Tte loss for discOTitinued operations 
i n 1985 r e f l e c t approximately s ix weeks of manufacturing operations through 
February 13, 1985. 

Tte 1986 loss of $695,468 i s higher than t t e loss of $557/411 
sustained i n 1985, primarily as a r e su l t of an increased equity picloip of 
$903,001 in t t e net loss of Pinnacle offset by a gain of $690,000 recognized 
on termination of two defined benefit pension p lans . 

Inf la-tion and Chanoes in Prices 

In recent years Industr ies ' ownership in te res t have operated i n 
sec tors having generally deflationary economic environments. Tte inpact of 
i n f l a t i on on t t e revenues and expense levels reported by Industries during 
t t e pas t three years has been ins igni f icant . In t t e event that da t e s t i c 
in f la t ionary pressures reoccur management telieves -ttet Industries ' ownership 
i n t e r e s t s in -tte r e a l es ta te and na tura l resources sectors , wtiich 
t r a d i t i o n a l l y teve been vievred as hedges against inf lat ion, w i l l te 
r e l a t i v e l y well positioned -to adjust for infla-tion and changes in p r i ce s . 
Management expects -ttet o i l and gas prices nay -trend \pwards during 1988 but 
of course no assurance can te offered as t o such -trends. Wi-th easing of 
infla-tionary pressures during recent years , both t t e sel l ing prices for 
I ndus t r i e s ' manufactured products and -tte cos ts of production, incliading 
cos t s of labor and mater ia ls , have tended t o s t ab i l i ze . However, despi te 
dprl ines in -tte U.S. dol lar rela-tive t o most Asian currencies during 1987, 
conpe-tition in Metals ' business frcm Asian based exporters remains intense. 

Financial Accoun-ting Standa-rds Board's ("FRSB"! Stateroant Release 

Tte FASB issued a Sta-teraent of Financial Accounting Standards 
("SEAS") No. 96 "Accounting for Income Taxes" i n Decemher 1987. Tte SEAS 
requi res substant ia l changes in -tte method of accounting for deferred income 
taxras ar^ must te adopted by Industries beginning in 1989. Industries has no 
deferred taxes recorded and i s current ly in a ne t operating loss carryforward 
pos i t ion . Industr ies has not yet adopted SEAS Nd. 96 and, accordingly, t t e 
impact on Indus t r ies ' financial condition and re su l t s of operaticxis has not 
been determined; however. Industries does not expect i t to have a ma-terial 
adverse e f fec t . 
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REPORT CF INDEPENDENT CERTIFIED PTW.TC AOOOUNTANIS 

To tte Board of Directors and 
Stocktelders of USR Industries, Inc: 

Wie teve . examined -tte consolidated financial statements and tte 
financial statement schedules of USR Industries, Inc. and suteidiaries as 
listed in tte index on pages 15 and I6 of this Form 10-K. Our examinations 
were made in accordance with generally accepted auditing standards and, 
accordingly, included such -tests of tte accounting records and such otter 
auditing procedures as we considered necessary in -tte circumstances. 

As discussed in Note 10 to tte consolidated financial statements, 
-there exists certain litigation, -tte outcome of which cannot presently be 
determined. 

In our opinion, svibject to tte effects on -tte financial statements 
of such adjijstments, if aiy, as mig^t te required had tte outcome of tte 
imcertainties refer][?ed -to in tte preceding paragrajAi been known, -tte 
consolidated financial statements referred to above present fairly tte 
financial posi-tion of USR Industries, Inc. and subsidiaries as of Decenfcer 
31, 1987 and 1986 and -tte results of their operations and tte changes in 
tteir financial position for each of tte three years in tte period erxied 
December , 31, 1987, in conformity with generally acĉ rtjed accoun-ting 
principles ^plied on a consistent basis. In addi-tion, tte financial 
statement schedules referred to above, when ccnsidered in relaticai to -tte 
basic financial sta-tements taken as a v*ole, present fairly tte information 
required to be included therein. 

O t A / J L i ^ i ^ f - ^^j/^-*<>»V^ 

Hous-ton, Texas 
Iferch 29, 1988 
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USR INDDSnOES, IMC. 

Ccaosolidated Balance Sheets 

ASSETS 

Current assets: 
Cash and equivalents 
Accounts receivable: 

Trade 
Pension termination 
Other 

Inventori^ 
Note receivable-current portion 
Common stock teld for sale-Pinnacle 
Petroleum, Inc. 
Prepaid expenses and other 

Total current assets 

Ownership of camon stock-Pinnacle 
Petroleum, Inc. 
Note receivable-Purchasing Corporations 

Rn^perty, plant and equipmsit, at cost 
Less accumulated d^jreciation 

Other assets 

Decenter 31, Decaifcer 31, 
1987 1986 

81,646 

69,139 
-

21,185 
27,239 
8,860 

56,079 

60,700 
690,000 
4,543 
19,399 
8,185 

500,000 
5,999 

714,068 

1,138,234 
474,762 

4,610,576 
(1,214,992) 
3,395.584 

111.547 

3,556 

842,462 

2,139,086 
461,627 

1,688,390 
f1.153.0951 

535.295 

88,868 

$5,834,195 4,067,338 

- ConfiTTi-ifld -
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USR INCQSTRIES, INC. 

Consolidated Balance Sheets (Gantinued) 

Decenter 31, December 31, 
1987 1986 

LIABILinES AND STOCKHXDERS' EQUITY 

Current liabili-ties: 
Notes payable and current 
maturi-ties of long-term debt 
Accounts payable 
Accrued eiqpenses 

Total current liabilities 

Other long-term liabilities 
Deferred inccme 
Long-term debt 
Long-terra obligation under 
c^i-tal lease 

Minority interest - Partnership 

Commitanents ̂and con-tingencies 

Stocktelders' equity: 
Common stock, par -value $1; 
3,500,000 shares authorized; 
issued and outstanding 994,655 shares 
at December 31, 1987 and 995,655 
shares at December 31, 1986 

Additional paid-in capital 
Retained earnings 

Total stoddiolders' equity 

$ 216,055 
394,040 
144,636 

754,731 

28,422 

2,005,957 

62,822 
369,123 

230,000 
214,410 
136,476 

580,886 

34,679 

63,515 

994,655 
365,461 

1,253,024 

2,613.140 

$5,834,195 

995,655 
366,011 

2.026.592 

3.388.258 

4,067,338 

See Nbtes to Consolidated Financial Statements. 
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USR INDQSZRIES, INC. 

Revenues: 
Net sales 
Interest income 
Rental inccme, net 
Other income 

Total revenues 

Costs and expenses: 
Cost of sedes 
Selling, general and 
adminis-tration expenses 
Depreciation 
Interest expense 

Total costs and expenses 

Gain (loss) cm pension terminaticm 
Gain (loss) on sede of assets 
Gain (loss) on sale of stock 
Market -value writedcwn of aaiuun 
stock-Pinnacle Petroleum, Inc. 

Minority interest in net 
loss of Partnership 
Equity in net earnings (loss) of 
Pinnacle Petroleum, Inc. 

Earnings (Icjss) from 
continuing cperations 

Discontinued operations: 
Earnings (loss) from 
operations of discxaitinued 
businesses 

Net earnings (loss) 

aoen t s o r upera iuons 

Tears Ended Decetrfcsr 31 
1987 

$ 367,446 
61,517 
82,827 
61,505 

573,295 

1986 

337,631 
54,712 
67,500 
30,488 

490,331 

9 

1985 

246,411 
61,844 
10,642 
39,929 

358.826 

140,171 186,637 139,132 

579,822 
81,561 
46.823 

848.377 

10,323 
5,000 

(192,000) 

30,877 

r352.6861 

(773,568) 

462,417 
86,510 
23,891 

759.455 

690,000 
(5,690) 

-

-

a , 1 1 0 , 6 5 4 ) 

(695,468) 

342,710 
99,755 
40,025 

621,622 

(67,905) 

-

f207,6531 

(538,354) 

f19,057) 

$ (773,568) (695,4681 5̂57,4111 

- Conrinnfld -
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USR INOQSTRIES, INC. 

roTKaii irbrt-Pfi Statemeocts of Qpexations (Oontinued) 

Years Ended December 31, 
1987 1986 1985 

Earnings ( loss ) per share: 
Earnings ( loss) from cxxitinuing 

opera t ions $ (.78) (.69) (.52) 
Earnings ( loss) from discontinued 

opera t ions - - f .02) 

Net earnings (loss) $ f.781 f.691 f.541 

Weic^ted average number of camon 
shares and common share equivalents 994,954 1,006,776 

See Notes -to Consolidated Financial Statemsits. 
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USR INDUSTRIES, INC. 

Consolidated Statemsxts of StocJctwl.ciers' Equity 

Additional Total 
Common Stock Paid- in Retained Stocktelders ' 

Shares Aiiount Capi-tal Ka mines Eouitv 

Badance a t 
Decanber 31, 1984 1,017,650 $1,017,650 $ 407,217 $3,279,471 $4,704,338 

Net earnings (loss) _ _ _ (557,411) (557,411) 

Issuance of ccxnmon 
s tock for exercise 
of option 30,000 30,000 48,600 - 78,600 

Treas\iry stock 
accjuisitions 
(par value itethod) (23,989) (23.989) (38,7261 - (62,715) 

Balance a t 
December 31, 1985 1,023,661 1,023,661 417,091 2,722,060 4,162,812 

Net earnings (loss) _ _ - (695,468) (695,468) 

Treasury stcxok 
accjuisitions 
(par value method) (28,006) (28,0061 (51.0801 - (79.086) 

Balance a t 
December 31, 1986 995,655 995,655 366,011 2,026,592 3,388,258 

Net earnings (loss) (773,568) (773,568) 

Treasxrcy stock 
acquis i t ions 
(par value method) (1.0001 (1.0001 (550) • - (1.550) 

Balancze a t 
DecQttber 31, 1987 994,655 $ 994,655 $ 365,461 $1,253,024 $2,613,140 

See Notes to Consolidated Financial Statements. 
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USR INDOSnilES, INC, 

• 

Sa.7RrT.S OF FUNDS: 
•Pa-nmngs (1n.<!s) fmm m n 1 - i m n n g 

Operations 
Items not affecting 
wcarlcing cap i t a l : 

IDepreciation and 
amortization 

Accre-tion of disccxmt on 
note receivable 

(Increase) decrease in 
ownership of Pinnacle 
Petroleum, Inc. 

(CViin) loss on sale of stock 
(Gain) loss on sale of asse t s 
Market value writedown of 

comton s-tock 
Minority interes t in net 

loss of Partnership 
Equity in net loss of 

Pinnacle Petroleum, Inc. 
Funds provided by 

(used fear) casntinuing 
" opptraticms 

Fa-mings (loss) from 
d,i scont-ijnoiied ope-raticsns 

Funds provided t y ,(used 
for) opFsrations 

Issuance or cciuujn stccx. to r 
exerc i se of option 

T.imited partners capital 
contrilxitJLon 

Payments and a i r ren t ma-tuxities 
of note recea,'vable 

T;<:y-7agfiT f i r - a t i n n t O COUUOI'l 
Stock teld for sale 

Proceeds fiuu sale of stock 
Increase in notes pe^able 
Increase in long-t/?im lea.«5e 
obl igat ions 

Increase i n deferred Incxme 
Increase in long-term l i a b i l i t i e s 
Proceeds fruu sale of assets 
Net book -value of ncxi-current 

a s se t s of discontinued cperations 
Decrease in othsr assets 
DecTRase in vjorking capi tal 

- Cot 

Years Ended Decffrf3(>r 31. 
1987 

$ (773,568) 

81,561 

(21,995) 

(43,834) 
-

(5,000) 

192,000 

(30,877) 

352,686 

(249,0271 

— 

(249,027) 

-

400,000 

8,860 

500,000 

~ 
2,047,535 

-
-

28,422 
5,000 

-
-

302,239 

33,043,029 

1986 

(695,468) 

86,510 

(19,973) 

— 
— 

5,690 

— 

— 

1,110,654 

487,413 

_ 

487,413 

— 

— 

38,785 

- . 

— 
-

63,515 
34,679 

8,850 

-
49,756 

-

682,998 

1985 

(538,354) 

99,755 

(25,817) 

14 
67,905 

_ 

_ 

— 

207,653 

(188,844) 

(19,057) 

(207,901) 

78,600 

_ 

12,853 

-
300,000 

— 

— 
— 
-
— 

464,040 
30,326 

— 

677.918 



USR INOQSTRIES, INC. 

Consolidated Statements of Changes i n Financial Pcasition (Continued) 

Years Ended Itecember 31. 
1987 1986 1985 

USES OF FUNDS: 
Additions t o property, plant 

and equipment, net $2,941,850 96,790 1,643 
Increase i n other assets 22,679 
Cinrfent matur i t i es of long-

term lease obligations"^ 693 - -
Payments aixi current matur i t ies 

of notes payable 41,578 -
Increase i n note receivable - - 467,475 
Dec:rease i n cieferred income 34,679 -
Treasury stock acquired 1,550 79,085 62,715 
Increase i n working capi ta l - 507,122 146,085 

682,998 677,918 

- Continued -
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USR IMXECKHS, INC. 

Consolidated Statements of Qianges i n Financial Position (Continued) 

CHAMITS IN (T1MR-)NKM[S OF 
WUWONL; CAPi'l^U.: 

IncTFvifw (decrease ) i n 
c u r r e n t a s s e t s : 

Cash and e q u i v a l e n t s 
Accounts r e c e i v a b l e 
I n v e n t o r i e s . ..^ 
Note r e c e i v a B l e 
Common s t o c k teld fo r s a l e -

P i n n a c l e Petroleum, I r e . 
P r e p a i d expenses a.rd o the r 
Net as.set.s of d i scont inued 

b u s i n e s s e s teld fo r s a l e 

xears t: 
1986 

$ 25,567 
(664,919) 

7,840 
675 

500,000 
2,443 

— 

(128,394) 

noea uec:emoer 
1985 

35,923 
301,277 

5,656 
623 

— 
(3,471) 

— 

340,008 

J i , 
1984 

(80,007) 
28,589 

(268) 
7,562 

* 
(4,437) 

(403,435) 

(451,996) 
Increase (decrease) in 
cur ren t l i a b i l i t i e s : 

Notes payable and 
cur ren t maturi-ties 
of long-tenn debt 

Accounts payable 
Accrued expenses 

Increase (decrease) i n 
working cap i t a l 

(13,945) 
179,630 

8,160 

173.845 

$ (302,239) 

(156,944) 
(10,170) 

(167,114) 

507,122 

(300,000) 
29,860 

(327,941) 

(598,081) 

146,085 

See Notes to Consolidated Financial Statements, 
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USR INDUSTRIES, INC-

Notes t o Consolidated Financial Statemarts 

(1) SUMMARY OF SIQCTICANT ACCOUNTING PRINdPIES 

Principles of Consoliciation. Tte accatparying aonsolidated 
f inanc ia l statements include t t e accounts of USR Industr ies , Inc . 
("Industr ies") and i t s wtelly owned su te id ia r ies Metal Fabricators, Inc . , USR 
Light ing, Inc. ("Lighting"), USR Metals, I r e . ("Metals"), USR Chemicals, 
I n c . , Unatco Funding Corporaticxi, 550 POB, Inc. and Indust r ies ' majority 
cwned 1 imi.tPd partnership, Houston-Phoenix Co., Ltd. All s ignif icant 
in tercatpany accounts and transactions have been eliminated-

EXuring 1985 in connecticm with -varicjus corporate transactions 
undertaloen pursviant to i t s Plan for Corporate Development, Pinnacle 
Pe-troleum, Inc. ("Pinnacle") issued Convertible Voting Preferred Stock, 
Warrants and Camon Stock. At December 31, 1985, aifter giving effect to t t e 
increased number of Pinnacle -voting secur i t i e s cxitstarding af-ter such 
t r ansac t ions , Indus-tries' -voting posit ion was reduced -to epproximately 40% of 
P innac le ' s -total -vo-ting secrurities then ou-tstanding. At and subsequent -to 
-ttet time -tte consolidated financial s-tatements of Industries preseitt t t e 
ownership of common stock of Pinnacle under t t e equity method. 

Inventories. Inventories of raw materials are carr ied a t -tte lower 
of cos t ( f i r s t - i n , f i rs t -out) or market. Vfork-in-pr'ocess and finished goods 
inven-bories are -valvied a t t t e lower of a-veirage cost or mariost. 

Property, Plant and Eguirmant. Property, plant and ecjuipmart are 
ciepreciated ewer -tte estimated useful l ives of -tte d^ireciable asse-ts using 
t t e s t r a i g h t l i n e method. Expendi-tures for maintenance and r^ ja i r s which do 
not improve or extend -tte useful l ives are charged -to operations as inourred, 
vrfiile ejpenditures for major renewals and bettennents are capi-talized. 
Disposit ions of assets are ref lected a t t t e h i s to r i ca l costs less accunailated 
ci^jreciation, with resul-ting gain or loss ref lected in operations cnicrently. 

Federal Income T^xes. Industries and i t s vrfioUy owned sute idiar ies 
jo in i n f i l ing a ccjnsolidated federal income tax return. Investment -tax 
c r e d i t s a re accaonted for by t t e flow-through method. 

Accruals and Reserves. Tte consolidated financial statements 
include a provision to t t e statement of operations established for t t e year 
ended Decenter 31, 1983 for estima-ted future l i t iga t ion expenses in 
connection with claims asserted against Industries and i t s wtelly owned 
s u t e i d i a r i e s . Tte accrual of $100,000 remains on t t e Consolidated BaiaTv«a 
Steets as of December 31, 1987 and 1986 with respect to such expenses. See 
Note 10. 

Fa-mings Per Share. Net earnings (loss) per share of cannon stock 
are based on t t e weighted average number of shares of uniiitxi stock and camoi 
stock ec^uivalents from stock options. Exercise of options outstanding a t 
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Notes -to Consolidated Financial statements (Oontinuad) 

December 31, 1985 was c:alculated to have a d i l u t i v e effect and such cptiohs 
were included in t t e ca lcula t ion of primary earnings per share using t t e 
t r easury stocdc method. Tte effect of t t e exerc ise of such options on t t e 
fu l ly d i lu ted earnings per share was immaterial. 

Financial Accxmiting Standards Board's ("FASB") Statemant Release. 
Tte FASB issued a Statement of Financial Accounting Standards ("SEAS") No. 96 
"Acoounting for Income Taxes" in Decenter 1987. Tte SFAS requires 
sute-tantial changes in t t e method of accounting for cieferred income âv̂ a«̂  and 
must te adopted by Industries beginning in 1989. Industr ies has no deferred 
-taxes recorded and i s current ly in a net opera-ting loss Ccurcyforward 
pos i t i on . Indus-tries has not ye t ackpted SFAS No. 96 and, accordingly, -tte 
inpact on Industr ies ' f inancial condition and r e s u l t s of cperations has not 
been determined; hcwever. Industr ies cJoes not expecrt i t s adoption to have a 
ma-terial adverse effect . 

Reclassif ications. Presentation of t t e financial statenents for 
1986 has been changed to confcarm with t t e 1987 financial statement 
classifica-ticjns. Such reclassific:aticxis teve no effect an resul-ts of 
cperat ions as reported previously. 

(2) OWNERSHIP OF SECURITIES OF PINNfiCEZ PETROLEUM, INC-

On June 20, 1985, Industr ies sold 111,111 shares of Pinnacle Camon 
Stock t o Pinnacle for a net pr ice of $2.70 per share. Industries, vrfiich 
purchased such shares from Pinnacle in December 1983, realized a loss of 
$67,905 on t t e sale af ter giving effect -to bas i s adjustments sin:» t t e 
purchase (date. On -tte date of s a l e , Pinnacile Common Stock vas lepurLed in 
t t e over-the-ccunter marJoet as $1.50 bid and $1.75 asked per share. Tte 
Chairman of Industries a lso serves as Chainnan of Pinnacle. Also during 
1985, Pinnacle issued Convertible Voting Preferred Stocdc, Warrants and Canton 
Stcick in connecrtdon wi-th acquisi-ticans. After giving effect to t t e increased 
number of shares of Common and Preferred Stock issued i n ccxmection wi-th svtch 
-transactions, a t Decenter 31, 1985 Industries ' -voting position was reduced to 
approximately 40% of Pinnacle 's t o t a l -voting s ecu r i t i e s then outstanding and 
i s accxjunted for under -tte equity method. 

At Pinnacle's 1986 Annual teeting, s tocktelders approved a Class B 
' Propcjsai ( t t e "Propcjsal") pursuant to viiich. stocJdioldexs could elect on a 

"C3ne-time C3nly" basis t o exchange shares of Pinnacle Common Stocdc, on which a 
WaLrrant Dividend had been declared under t t e Proposal, for shares of Class B 
C'•""'•' Stock on a share-for-share exchange. Tte Class B CanB3i Stock has t t e 
r i g h t to e lect a majority of Pinnacle's Board of Directors and c:6i:tain o t t e r 
g rea te r voting r ights , but was not e l igible to receive the ""^ferrant Dividaxl 
aixl i s not freely tradeable. So as to recei-ve t t e Warrant Dividpnd, which 
was dLLstributable only t o tolders of t t e ful ly marketable Camon Stock, 
Industr ies elected to '-'inf-im'wa to hold i t s shares of 0:IHIII:HI Stock. Upon 
d i s t r ibu t ion of t t e Warrant Divided, Industries received a to ta l of 205,759 
W^osrartts frcm Pinnacle, with each Warrant e n t i t l i n g t t e holcier to purchase 
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one share of Common Stock of Pinnacle, subject t o postponemait in ce r t a in 
events . Subject t o cer ta in ccjnditions Warrants are exercisaixLe from April 1, 
1988 un-til May 31, 1988 and from April 1, 1989 xmtil May 31, 1989 a t exercise 
pr ices of $1.35 per share arxi $1.50 per share, respect ively. However, t t e 
Board of Directors of Industries has been advised t t e t t t e i n i t i a l exercise 
date w i l l te postponed for 180 days as provided by -tte tenrs of t t e Warrant. 
I n d u s t r i e s ' cx^rersliip posi t ion in Pinnacle Cannon Stock r^scesented 
approximately 44% of -tte t o t a l nunter of shares of Pinnacle Common Stocdc 
outs-tandLng a t December 31, 1987. IXndng 1987 Industries received an 
addi-tional 29,223 shares of Pinnacle Camon Stock as a r esu l t of terminating 
i t s pensicsn plans as further discussed in Note 5. Such shares are included 
i n Indus-tries ' ownership of Pinnacle Camon Stock above. 

Industr ies ant icipates t t e t cluring 1988 ce r t a in shares of Pinnacle 
•Camon Stock w i l l te offered t o i t s stocktelders through a r ights offering. 
Iivdustries recorded a writeciown of t t e book -value of such shares of $192,000 
for 1987 ard t t e adjus-ted amount -was rec lass i f i ed as a cnirrent asset a t 
December 31, 1987. 

Summarized financial information for Pinnacle i s shown below. 
Additional infanna-tion ooroeming Pinnacle i s ccmtained in Pinnacle's own 
per iodic f i l i ngs and Annual Reports on Fonn, 10-K. 

Decenfcer 31, 
1987 1986 

Current asse t s 
Property and equipment, net 
Other a s se t s 

Current l i a b i l i t i e s 
Convertible preferred stocdc - redeemable 
Minority i n t e r e s t - Regal Petroleum, Ltd. 
Stocldx)lciers' equi ty 

$ 3,513,141 
2,354,516 

78,820 

$ 5,946,477 

$ 697,118 

1,357,049 
3,892,310 

4,494,277 
2,394,146 

6,888,423 

572,994 
450,000 

1,560,999 
4,304,430 

$ 5,946,477 $ 6,888,423 
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Years Ended t)ecember 31, 
1987 1986 1985 

Revenues $1,029,108 1,034,091 672,318 

Costs and expenses 2,019,019 4,058,364 1,003.405 

Earnings (loss) from operations (989,911) (3,024,273) (331,087) 

Mirvori-ty i n t e r e s t in net loss 
of Regal Petroleum, Ltd. 203,950 923,560 

Ecjuity in net loss of Regal 
Petroleum, Ltd. - - (16,166) 

Net earnings (loss) $ (785,961) (2,100,713) (347.253) 

(3) DISCONTINUED OPERATIObB 

Effective February 13, 1985 cer ta in net assets of Lighting and 
Ifetals were sold to newly formed corporations owned by t t e Chainnan of 
Indus t r ies (-tte "Purchasing Corporations"). In connection with i t s review of 
•tte transac:tion, t t e Board of Directors of Industries received t t e wri t ten 
cpinion of an independent financial ins t i tu t ion -ttet -tte transaction would te 
f a i r , from a financial point of -view, -to Industries ard. i-ts stcxdctelders. At 
a Ifeeting . held March 7, 1986 Indus t r i e s ' s toddolders approved and r a t i f i ed 
t t e sa les -transactic^ns. 

As consideratican for -tte ne t assets sold, Lic^t i r^ and Ifetals 
received proceeds having a t o t a l face dmount of $1,064,000 of wiiich $400,000 
was paid i n crash a t closing with t t e balance paid in installment notes issued 
by -tte Purchasing Corpoirations having an aggregate face -value of $664,000. 
For f inancial sta-tement r^x^rting pmposes, t t e pr incipal amount of piyh 
notes receivable of $664,000 was discounted as of February 13, 1985, t t e i r 
cdate of i s sue , to an assumed madcet in teres t r a t e of 11% resiilting i n a 
discount of $196,525 from t t e o r i g i n a l face value of t t e notes to an adjxjsted 
p r inc ipa l amount of $467,475. Tte -terms of t t e ncjtes c a l l for pr i rc ipal ar*i 
i n t e r e s t payments to te recei-ved i n -varying installments -through March 31, 
1995. 

During 1987, 1986 and 1985 in teres t income from t t e notes of t t e 
Purchasing Corporations t o t a l l e d $55,045, $53,646 and $59,893 of which 
$21,995, $19,973 and $25,817, respect ively , v«re a t t r ibu tab le to accretion of 
•tte o r ig ina l issue discount discaissed abcjve. 

In connection with such transactions, t t e landlord of a anal l 
off ice f a c i l i t y leased on a long term basis by Lighting refused consert to 
assignment of such lease to one o t -tte Purchasing Corporations. During May 
1986 Lighting ins t i tu ted legal ac t ion in New Jersey Superiar Ccwrt seeking a 
j ixHcial detennination as -to t t e s t a tu s of t t e lease. Tte landlord answered 
with riffnials and counterclaims and inst i toted separate legal action in 
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Fecieral Dis-trict Court. Thereupon motion fear sunmary judgment against the 
landlord was made in Superior Court by Lighting and Indust r ies . On December 
19, 1986 t t e Superior Court granted t t e t motion for summary judgment. In 
grant ing summary re l i e f to L i f t i n g and Indust r ies , t t e Siperior Court held 
t t e t t t e lease had not been. assigned as a matter of law, and remained in 
e f f ec t . 

Tte landlord took an appeal to t t e Appellate Division from t t e 
Superior Court decision. During l a t e 1987 t t e Appellate Division unanimously 
affirmed -tte acrtion of •tte Superior Ccxirt in granting sunmary jucigment in 
favor of Lighting and Industr ies . 

Tte landlord then pet i t ioned t t e Supreme Cc3urt of -tte State of New 
Jersey for review of t t e unanimous Appellate Division riil ing agednst t t e 
landlord. By order ciated March 10, 1988 -tte Suprene Cc3urt denied t t e 
l and lo rd ' s p e t i t i o n . (See Note 10 and 10(g).) 

[During 1986 Lighting, Inciustries and t t e Purchasing Corporation 
mu-tually agreed to exclude any -transfer of such lease from -tte t ransactions. 
Accordingly, for -tte year ended December 31, 1986 and thereaf ter t t e long-
t<=>-rm obl iga t ions and related sublease income a t t r ibu tab le t o such lease 
f̂ l̂TT̂ •̂m̂ ê  t o te presented on t t e consolidated finanoial statements of 
I n d u s t r i e s . 

Tte asset sales t ransact ions are subject -to ce r ta in ccmdL-tions 
subsecjuent, including t t e r igh t of -tte Purchasing Corporations t o rescind t t e 
-transactions and to te repaid t t e purchase pr ice in fu l l in t t e event t t e t 
t h e i r cxjunsel sha l l , pr ior to December 31, .1988, advise -ttet -there i s a iy 
c3Ufistion v*ether t t e assets were purchased "free and clear" of claims against 
Indus t r ies or i t s su te id iar ies . Such ciate may te further extended by mutual 
agreement of t t e pa r t i e s . 

(4) PROPERrr, PIANT AND BQUnWENT 

A sunmary of prcperty, p l an t and equipment a t December 31, 1987 aixi 
1986 i s as follows: 

Dec:entoer 31, 
1987 1986 

Buildings $3,120,766 183,254 
l^chinery arxi equipmait 860,016 875,342 
Office furni ture a te fixtures 70,148 70,148 
Leasetold inn'ir-<ivfni»-Mit:.g 559.646 559,646 

4,610,576 1,688,390 
Less accumulated depreciation (1,214,992) (1.153,095) 

33.395,584. 535,295 
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(5) PENSION PLANS 

In 1985 and 1986, Industries and i t s wte l ly owned subsidiaries had two 
pension plans which cxwered substant ia l ly a l l hourly and sa lar ied enplqyees. 
Indus t r i es made annual cxaitributions -to -tte plans equal to t t e anounts 
accraed for pension expense and based cjn ac tua r ia l cietermination. Pension 
expense included amortiza-tion of past service costs over a maxiitami of 40 
y e a r s . IXiring 1985 and 1986 Industries incurred no pension expense as -tte 
plans were fully funded. 

Effective December 31, 1986 -tte foregoing defined benefit pension plans 
•were terminated. In connection with -tte termination. Industries recorded a 
receivable of $690,000 in i t s cx)nsolidated financial statements a t December 
31 , 1986 to reflecrt t t e estimated recovery of asse ts in excess of the 
accnjmulated plan benefits and costs asscxiated wi-th plan temitnations. 
During t t e t h i rd cjoarter of 1987 such receivable was col lected in fu l l . 

Effective January 1, 1987, Industr ies adopted a 401(k) savings plan. 
Tte p lan cc3vers a l l employees wte teve ccnple-ted one or more years of service 
and a re not covered by a co l lec t ive bargaining agreement. Each par t ic ipant 
may make annual contributions vp t o t t e lesser of $7,000 or 13% of 
cxnpensation. Industr ies , a t i t s d iscre t ion , may match a par t i c ipan t ' s 
cont r ibut ion ijp -to 2% of conpensa-tion. Par t ic ipant contributions are -ves-ted 
a t All times, and -tte discretionary eoplcjyer contributions -vest 20% per year 
a f t e r two years . Industries incurred no contrilxition expense in 1987. 
Addit ional ly, effective January 1, 1987 Industries adopted a defined ber^f i t 
p lan for a l l enployees covered hy a cxjUective bargaining agreement. 
I n d u s t r i e s ' annual contribution •to •tte plan i s ac tuar ia l ly cietennined. 
Pa r t i c ipan t s i n t t e plan are fully -vested a f t e r five years of service. Tte 
a c t u a r i a l s ta tus of t t e defined benefit plan a t December 31, 1987 has not 
been determined; however, management dbes not consider t t e iirpact of t t e plan 
t o te ma-terLal to t t e ctansolidated financial statemen^ts. 

(6) FEIERSL INCCME TAXES 

For federal income tax purposes a t December 31, 1987 Industries and i t s 
w te l l y owned st±>sidiaries had net operating loss carryfcsrwards of 
approximately $436,000 which expire a t various dates through t t e year 2002 
aixi investment -tax credi t carryforwards of approximately $28,700 which ecpire 
through t t e year 2000. 

For financial reporting purposes a t Deciamber 31, 1987 Industries and 
i t s wholly owned suteidiar ies had $2,729,000 of net operating loss 
carryforwards and approximately $5,600 of net investmait tax c red i t 
carryforwards. Certain items of income and expense, primarily depreciation, 
are recognized for inccme tax purposes in amounts and periods which differ 
fran those recognized for financial reporting purposes. Invesonent tax 
c r e d i t ra r-i-y-wnaf̂  have beai reduced in accordance with t t e Tax Reform Act of 
1986. 
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(7) COMMON STOCK 

At a Meeting held on June 13, 1984 stocrktelders of Industries adopted 
an Eirployees' Incentive Stock Option Plan covering 50,000 shares of Cannon 
Stock. On December 27, 1984 t t e Board of Directors approved t t e grant of an 
option t o an off icer of Industries covering 30,000 of such shares exercisable 
a t any time in ^Aole o r in par t through December 26, 1989 a t a price of $2.62 
per share . Tte exercise pr ice was equivalent -to 110% of -tte closing pr ice of 
I n d u s t r i e s ' Camon Stoc:k on -tte American Stock Exchange as of -tte date of 
g ran t . During 1985 t t e t officer exercised such option in ful l and paid -to 
Indus-tries a t o t a l of $78,600. 

Where i^ts overal l business cibjectives and current licjuidity posi t ion 
permit, Industr ies may purchase i t s Camon Stock in open market or pr ivate 
t ransac t ions from time -to -time. Subjecrt •to t t e ava i l ab i l i t y of funds, market 
cxjnditions and other factors Indus-tries may malce purchases in t t e fu-ture. 
Treasury stock i s recorded on t t e par -value me-thod. 

(8) LEASES 

Indus t r i e s ' pr inc ipa l offices are located a t 1717 Wocxdstead Court, 
Sui te 113, Tte Wocxilards, Texas 77380. Tte off ices consist of approximately 
2,000 square feet leased from an unaff i l ia ted par ty on a month-to-non-th 
b a s i s . Drring April 1988 Industries wi l l move i t s offices to t t e office 
bui ld ing i n -vdiLch Industr ies has acquired a substant ial ownership in te res t , 
fur ther (described a t Note 11. Ttet buildLng i s located a t 550 Post Oak 
Boulevard, Houston, Texas 77027, and has approximately 53,700 i^ t rentable 
square f ee t . Industr ies has leased approximately 2,000 square feet of office 
space cjn a three-year lease -through Decenter 31 , 1990. 

Indus t r i e s ' wtel ly owned suteidiary. Lighting, leases an office 
bui ld ing and a manufacturing f ac i l i t y under lc3ng--term capital and cperating 
l e a s e s , respect ively . Tte leases cxntain varying tenns and renewal cptions. 
Both f a c i l i t i e s leased by Lighting are subleased a t rentals in excess of 
-their l ease expense. Industries did not i t s e l f guarantee any obligation 
under t t e operating lease . 
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At December 31, 1987, tte aggregate future minimum lease payments under 
tte capital lease and Lightings' noncancellable operating lease are as 
follows: 

Capital Operating 
Lease Lease 

1988 
1989 
1990 
1991 
1992 
Subsequent to 1992 

$ 5,318 
5,318 
5,318 
5,318 
5,318 

130,303 

$127,000 
127,000 
127,000 
127,000 
127,000 

Total minimum lease payments 156,893 
Less amount representing 
interest 
Present -value of future 
minimum lease payments 
Less current obligation 

(93,378) 

63,515 
(693) 

$ 62,822 

Total rental expense on t t e cperating lease was approxima^tely 
$127,000 fear each of t t e years ended December 31, 1987, 1986 and 1985. 
Sublease r en t a l inccme uncier -tte cperating lease for t t e years fpHM December 
31 , 1987, 1986 ai*i 1985 was approximately $166,000, $194,000 and $111,000, 
respec t ive ly from t t e Purchasing Corporations. Future sublease ren ta l inoome 
uncter current sublease contracts respecting t t e operating and crapital leases 
i s scheciuled -to te approximately $662,000. Fcjr financial reporting purposes, 
sublease r e n t a l income i s recxirded net of ren ta l expense. 

In cxDnnection with i t s acquisi t ion of t t e office building, Houston-
Phoenix Co., Ltd. , t t e limitPd partnership which purchased t t e building ( t t e 
"Partnership") , has leased off ice space to tenants under various cperating 
l e a s e s . At Decenber 31, 1987 future minimum lease payments -to te received 
frcm such cperating leases a re as follc:ws: 

Years EncJed December 31, 

1988 
1989 
1990 
1991 
1992 

$ 407,353 
424,098 
366,729 
142,441 

5,639 

$1,346,260 

Options for rei^wals ex is t ranging in terms from three to five 
years and in ra tes from $13.00 per square foc3t to 95% of t t e prevailing base 
raitaiL for l ike space but not less than $10.50 per-square foot. 
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(9) NOIES PA2ABEE AND LONG-TERM DEBT 

Notes payable and long-term ddbt a t Decemter 31 , 1987 consisted of 
t t e follc^wing: 

December 31, 
1987 

Ccmmercial bank note $ 180,000 
Mortgage note 1,942,012 
Notes -to l imited par tners 100,000 

2,222,012 
Less current matur i t ies (216,055) 

Tte ccmmercial bank loan, which i s co l la tera l ized by shares of 
Canton Stock of Pinnacle, bears i n t e r e s t a t -tte r a t e of prime plus 2% (8.75% 
a t December 31, 1987) and natures on S^3tenter 30, 1988. Tte mortgage note 
payable bears an in teres t ra-te of 9.625% and i s <x)llateralized by •tte off ice 
bui ld ing. Tte mortgage note i s due in monthly installments of $18,371 whic:h 
include pr incipal and in t e re s t with t t e balance of $1,502,683 due in August 
1996. Tte notes to 1 imi t.fy1 partners bear in t e re s t a t 8% per annum wi-th 
i n t e r e s t due annually and pr inc ipa l due a t t t e e a r l i e r of Decenter 31, 1997 
o r t t e substant ia l ciisposi-ticm of -tte assets of t t e Partnership. These nbtes 
a re cx)llateralized by t t e general partners ' i n t e r e s t i n -tte Partnership, 
Scheduled maturi t ies a t December 31, 1987 for each of t t e five years through 
December 31, 1992 are $216,055, $38,582, $42,463, $46,736 and $51,438, 
respecti-vely. 

(10) OOMMTIMENIS AND OCWl'lNGhH:I hSa 

lecfal Proceedings 

(a) On April 2, 1981 an action was cxmnenoed i n t t e Siperior Court 
of New Jersey, Essex County, by T & E Incbstr ies , Inc. naming USRC, t t e 
corporate predecessor to Safety Light Corporation ("SIC"), as a defaidant and 
a l l eg ing , i n t e r a l i a , t t e t property in Orange, New Jersey owned by t t e 
plaiTTi-if-f suffers fron ccjntamination from cer ta in radioactive materials 
a l legedly deposi-ted thereon by USRC during p r io r years . Tte l i t i ga t ion 
a r i s e s frcm opera-tions conducted by USRC at t t e s i t e during t t e years 1917 to 
1926. Subsequent to t t e ccnroencement of th i s action t t e ccnplaint was 
amended t o include Irdustr ies and certain of i-ts su te id iar ies alleged to te 
corporate successors to t t e former USRC. Tte p la in t i f f seeks to cciupel 
remedial action as to alleged improper condition of t t e s i t e and damages in 
unspeci-fied amounts in ccmpensation far inj\iry to i-ts property and business 
as well as punitive damages. 
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During December 1983 p la in t i f f s amended such ccmplaint to include 
as addi t ional defendants GRF Corporation, Mitsubishi Ctemical Industr ies , 
Iix:. ("MH") arKi Md ' s suteidiary in New Jersey, USR Optonijc, Inc . , which was 
a l leged to te a oMporate successor to t t e former USRC. Tte addit ional 
ciefendants were claimed to te l i ab l e under t t e prociict l ine exception to t t e 
general •thecsry •ttet a th i rd party purchaser of asse ts i s not l iable as a 
successor. Tte additional ciefendants ansvrered derying l i a b i l i t y and ripfnapfVari 
t t e t t t e previously named ciefendants ciefend t t e acticsn cxx t t e i r b^ialf and 
ijKdemnify them against costs and any potent ia l l i a b i l i t y in ccannection 
therewith. In 1984 t t e additional ciefendants were svjccressful on a notion for 
sunmary judgment against 1±e p la in t i f f s and, accordingly, •tte claims of -tte 
aciditional defendants against Industries and i t s sute idiar ies teve been 
dismissed. 

In ear ly 1985 Indus-tries prevailed against a notion for summary 
judgment by t t e p la in t i f f seeking judgment •ttet Inciustries i s •tte successor 
t o USRC. 

In September 1985 fi-ve primary insurance ca r r i e r s of Industries and 
Srr, assumed t t e defense of Industr ies , cer ta in of Industr ies ' sute idiar ies 
and SLC, pursuant to a Defense Agreement. While -tte insurarce carr iers a re 
a s s i s t i n g i n -tte defense of crertain acrtions t he i r ciefense i s irwrfta subject -to 
an absolute reservation of r igh ts -to deny l iabil i- ty on aiy of •tte underlying 
claims. -

On February 3, 1986, •this matter was -tried tefore a jury in front 
of -tte Honorable Stanley G. Bedford. This t r i a l was only with respect to -tte 
l i a b i l i t y , i f a iy , of SIC. Prior to t r i a l , t t e Court bifurcated -tte count 
a s se r t i ng l i a b i l i t y against Industries and cer ta in of I rdus t r i e s ' 
s u t e id i a r i e s and on November 18, 1985 ordered t t e t a l l claims against 
Indus t r ies would te severed and separately t r i e d , i f a t a l l , in t t e event 
p l a i n t i f f cijtains a judgment against SLC. 

During t r i a l t t e Court granted a directed -verdict in favor of SLC 
dismissing a l l of p l a i n t i f f ' s s t r i c t l i a b i l i t y claims, a l l negligaice based 
claims r e l a t i ng to t t e conduct of USRC betweai 1917-1926, and a l l riAimg 
based upon fraud, reclclessness and i n t a i t i c a ^ conduct. Tte cxily remaining 
claims against SIC were an alleged negligent failiire to warn when t t e 
premises were sold in 1943 and a negligence theory whioh allegedly placed 
upon USRC a ctsntinuing duty to warn prospecxive purchasers up through t t e 
r i jm p l a i n t i f f purchased t t e property in 1974, thir ty-one years l a te r . Tlie 
Court a lso reduced p l a i n t i f f ' s damage claim from $2.8 million to under 
$400,000. 

On March. 11, 1986, t t e jtrry returned a verdic t , finding t t e t USRC 
was not negligent in 1943 when i t failed to warn i t s immediate picchaser t t e t 
t t e presence of radioactive i-aii irvj? on t t e pn^nises ccmstitated a potential 
r i s k t o heal th or propeirty. Tie jury did find tha t USRC was negligent for 
not warning pla int i f f befora i t s purchase of t t e property thirty-ons years 
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l a t e r , i n 1974, t t e t t t e same potent ia l r i sk t o health or propeirty existed on 
t t e premises. Damages were assessed against SLC in t t e amcunt of 
$372,100.62. 

On April 25, 1986, Judge Bedford granted SLC's motion for judgment 
i n i t s favor notwithstanding t t e j u r y ' s verdic t of March 11, 1986. Tte Court 
a l so denied p l a i n t i f f ' s applic:ation fear indemnification by SLC of a l l cleanup 
cx>s-ts assessed against plain-tiff as a r e su l t of any future gcjvemment efforts 
t o decontaminate t t e property. Final jtidgment was thereaf ter entered i n 
fa-vor of SIC, Industries and ce r t a in of Indus t r ies ' su te id iar ies on May 29, 
1986 and awarded on June 20, 1986, dismissing a l l of p l a i n t i f f ' s claims in 
t t e i r e n t i r e t y . 

On July 9, 1986, p la in t i f f f i led a Notice of i^peal from t t e June 
20, 1986 judgment. On February 24, 1988 oral argument on p l a i n t i f f ' s appeal 
was heard by t t e Appellate Division of t t e State of New Jersey. NO 
pred ic t ion can te macie concerning •tte oû bcome of sxxrh argument on appeal or 
when t t e three-court panel of t t e Afpellate Division may render i t s ciecision. 

9 

Since p l a i n t i f f ' s claims against Industries and certain of 
I ndus t r i e s ' sute idiary carpanies will only te l i t i ga ted in t t e event 
plain-tiff i s \iltimately successfiil in i t s appeal against SLC, i t i s unolear 
a t t h i s time wiien, i f a t a l l , s\3ch claims wi l l te t r ied . If a t r i a l against 
Industries_ and cer ta in of i-ts su te id iar ies does ocxon: there remadns to te 
resolved -tte outstanding issues of indemn i f i caticgi by SLC and cxtxssclaims 
tetween' i t and Industr ies . 

Claims also were made by T & E Industr ies in an action brought- in 
t t e U.S. D i s t r i c t Cc3urt for t t e D i s t r i c t of New Jersey, allegedly pursuant -to 
t t e Conprehensive Environniental Response, Compensa^tion Liab i l i ty Act of 1980 
("CERCLA") seeking a declaraticjn t t e t defendants are l i ab le for a l l costs of 
clparmp and <3econtam.tnatiOTt, cxmsistent with t t e National Contingency Plan, 
of t t e s i t e presently krown as 422 Alden Street , Orange, New Jersey and 
seeking a judgment for "response costs" already incurred and injtmctive 
r e l i e f for enforcing such remeciy. Defendants made a motion to dismiss and 
p l a i n t i f f s made a cross-notion fear p a r t i a l summary jxadgment against SLC. Tte 
motions were heard on February 10, 1988- Tte Court, through Judge Wolin, 
foute against t t e ciefendants' motion to dismiss based on New Jersey's 
"en t i re cx)ntroversy doctrine" and granted T & E's application t t e t SEC i s 
l i a b l e under CERCIA to r a l l nec:essary costs,of response incurred i y T i E 
which are consistent with t t e National Contingency Plan. Tte Court, however, 
liffl-ifpyi T & E's alleged damages and detennined, inter a l i a , t t e t T & E's 
^lajTn for a t torney 's fees are not recoverable response costs under CERCIA. 
Defendants are considering f i l ing a pe t i t ion with t t e Federal Distr ic t Court 
•to have •tte issue involving t t e o i t i r e coiiLruversy doctrine cer t i f ied to t t e 
Third Ci rcu i t . No such pet i t ion has been f i led t o data. 

At th i s time, neither counsel nor managemart can predict t t e 
ootccsne of t t e l i t i ga t ion . 
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(bj On December 6, 1982 an action was conmenced in t t e Superior 
Court of New Jersey, Essex County, by Les l ie Zwadn e t a l . naming as 
ciefendants SIC, Industr ies and cezrtain of Indus-tries' sute idiar ies eLUeged •to 
te corporate successors to t t e fdnner USRC and claiming, i n t e r a l i a , t t e t 
because of alleged contamination of t t e s i t e i n Orange, New Jersey, descrribed 
i n (a) above, -tte p l a in t i f f s teve suffered business inter-fuption, diminution 
of property •values, mental anguish and Icjss of consortium. Tte plain'tiffs 
seek corpensatory and puni^tive damages in anounts •to te established a t t r i a l . ' 

On August 5, 1985, t t e Cc3urt dismissed p l a i n t i f f s ' personal injury 
claims based upon p l a i n t i f f s ' fa i lure •bo i n s t i t u t e legal action within •tte 
appl icable s-tatute of limi-tations period. On February 25, 1986 t t e Appellate 
Court reversed t h i s dismissal and remanded •tte matter for further 
proceedings. Defendants' ajpl icat ion for leave •to appeal t h i s issue to t t e 
New Jersey Svpreme Court was s\±)sequently cisnied. 

On November 30, 1987 •tte forgoing ac t ion was se t t l ed . 

As in t t e T & E Industries l i t i g a t i o n , t t e same five primary 
insxirance carTiers of Indus^tries and SLC teve assumed t t e defense of 
I n d u s t r i e s , cer ta in of Industries ' su te id ia r ies and SEC, with a ccaiplete 
r e se rva t ion of t h e i r righ^ts to deny l i a b i l i t y on t t e underlying claims. 

(c) IXiring 1984 and 1985 SLC, Industr ies and i t s two manufacturing 
s u t e i d i a r i e s , USR Lighting, Inc. and USR Ifetals, Inc . , were named as 
defendants in five acticsns cxxnmenced in Superior Court, Essex, County, New 
Jersey . These actions were brought on behalf of cer tain residents in t t e 
Townships of Montclair, Glen Ridge aixi West Orange, New Jersey arxl claim, 
i n t e r a l i a , damages t o land and personal in jury i n amounts to te proved a t 
t r i a l , as well as punitive damages. Such al leged ciamages are claimed to have 
been caused by actual or threatened expcjsure of -tte property aixi persons of 
p l a i n t i f f s -to levels of radon gas, a radioactive decay prcriuct of uranium or 
radium bearing ores , a t levels above background levels natural ly occurring 
and i n excess of permissihle levels established by t t e government for menters 
of t t e publ ic . P la in t i f f s allege t t e t such radon gas i s a prociuct of 
Tai->Hfm obtained frcm t t e former USRC s i t e i n Orange, New Jersey. 

By notice of motion returnable on Jvily 18, 1986, Industries, 
c e r t a i n of Indust r ies ' subsidiaries ' and SLC moved for sunmary judgment 
dismissing p l a i n t i f f s ' f'lainw based upai t t e oTiiMrmpd lack of a factual 
nexus between the i r ac t iv i t i e s and t t e presence of radon in p la in t i f f s ' 
hemes. Tte motion was also based upon t t e inapplicabil i ty of t t e legal 
•theories advanced by pla int i f fs to these mat ters . By order dated August 22, 
1986, t t e Court granted in part and dgni.f=d in par t t t e notion for sunmary 
jTadgmait, ruling t t e t there remained factual issues ^ewail ing t t e Hi«aTn-gg;̂ i 
of c«=>T''̂ '̂'p "cl^i'ma which could not te rescjlved wi-thout a full plaiary hearing. 
Tte Court dismissed a l l causes of action based upon manufacture of a 
defect ive prociaot, hreacA of an express o r implied warrancy, battery and 
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t r e s p a s s . By t t e same order, t t e Court also consolidated these matters for 
discovery and •trial purposes. 

By order ciated January 16, 1987, t t e Court granted t t e notion f i led 
by Indiis-tries, ce r ta in of Industr ies ' s i±s id iar ies and SLC for severance and 
separa-te t r i a l of ce r ta in l i a b i l i t y and cJamage i ssues . Tte Ccxurt directed 
t t e t -these matters te t r i ed in three separate phases: (1) a Phase I t r i a l 
r e l a t i n g sole ly to p l a i n t i f f s ' claims t t e t t t e al legedly containinated s o i l 
around pla in- t i f fs ' homes originated a t t t e former USRC s i t e i n Orange, New 
Jersey ; (2) i f p l a in t i f f s are sucx:essful in -tte Phase I • t r ial , a second t r i a l 
would follow enconpassing a l l remaining l iabi l i - ty issues; and (3) i f 
p l a i n t i f f s are successful again in -tte Phase I I t r i a l , a th i rd t r i a l would 
follow r e l a t i ng to p l a i n t i f f s ' personal injury and property damage claims. 

On November 19 and 20, 1987 -tte defendiants' notion fo r .pa r t i a l 
sumnary judgment regarding t t e ateence of contaminated so i l originating from 
t t e Orange si-be of t t e former USRC on p l a i n t i f f s ' property was argued tefore 
t t e Superior Court of New Jersey, Law Division, Essex County. By l e t t e r 
Opinion da-ted January 28, 1988, as sufplemented by Judge Yanoff's l e t t e r of 
February 4, 1988, t t e Court granted-in-part and denied-in-part ciefendants' 
applic:ation. Tte Court adjudic:ated as a tac t t t e t there i s no cxintaminated 
f i l l or ig inat ing from t t e Orahge s i t e on s ix of -tte properties claiming to te 
cxartamina-ted and directed a hearing, wi-th further expert testimony, regarding 
•tte a l leged presence of cxintaminated sub-surface material cm 14 properties as 
we l l as 30 remaining prcpei±ies where cer ta in tore tele sanpling resu l t s were 
r e l i e d upon. On March 18, 1988, -tte Court denied p l a i n t i f f s ' recguest t a r a 
rehear ing on ciefendants' notion, as well as p l a i n t i f f s ' reguest for leave -to 
perform additional tore tele sanpling and analysis -to oppose deferdants' 
applicat icm. Tte Court directed t t e t within 90 days, p la in t i f f s are t o 
provide ciefendants with a report fron eac±. expert p la in t i f f s intend "to 
produce a t -tte aforesaid hearing. Defendants w i l l have 30 days from t t e 
r e c e i p t of same t o submit a report from each expert , i f a iy , defendants 
in tend -to produce a t t t e hearing. A date for t t e t hearing has not yet been 
s e t by t t e Court. 

Based upon t t e eminent s t a t e of -tte law and •tte absence of evicience 
indica-ting -ttet t t e ac t iv i t i e s of Industries or i t s subsidiaries are in any 
way re l a t ed to t t e alleged presence of radbn in and arcund p l a in t i f f s ' homes, 
-there e x i s t numerous defenses going to -tte merits in these act ions. 

As in t t e T & E Industries and Zwadn matters, t t e same five primary 
insuranoe car r ie rs of Industries and SLC have assumed t t e defense of 
Indus t r i e s , cer ta in of Industr ies ' sute idiar ies and SIC, wi-th a cotplete 
reserva t ion of r i gh t s . 

At th i s tiire nei^ther counsel nor management can predict t t e outcane 
of t t e l i t i g a t i o n . 
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(d) On May 15, 1986, an action was cxmmenced i n t t e Superior COurt 
of New Jersey, Essex County, by t t e Estate of Alexander F. Masson, e t a l . 
naming as defendants SLC, Industries and i t s -two former manufacturing 
s u t e i d i a r i e s , USR Ligh^ting, Inc. and USR Metals, Inc . This action i s brought 
an tehal.f of t t e es ta te of a deceased resident of t t e T:^«iship of Montclair 
and t t e deceased p l a i n t i f f ' s brother wte a l l ege t t e t t t e defendants are 
responsible for -tte presence of radon gas which was discovered in and around 
t t e deceased p l a i n t i f f ' s home. As with t t e ac t ions identif ied in (c) above, 
p l a i n t i f f s al lege t t e t svich radon gas i s a prociuct of landfill obtained from 
t t e former USRC s i t e in Orange, New Jersey. P l a i n t i f f s al lege t t e t t t e ration 
gas was -tte contributing and/or sole cause of t t e deceased p la in t i f f 
cx)ntrac±ing Ivmg cancer. P la in t i f fs have a l so named four tobacco ccnpanies 
a l l eg ing t t e t cigaret-tes manufactured by -those defendan-ts and smoked by t t e 
cieceased p la in t i f f were also -tte contrilxi-ting and/or sole cause of •tte 
deceased p la in t i f f con^tracting cancer. 

Based upon t t e cnjLcrent s t a t e of t t e law and t t e absence of evidence 
ind ica t ing -ttet -tte acrtivi^ties of Industries o r i-ts su te id iar ies are in any 
way r e l a t e d to -tte alleged presence of radon i n and around p l a in t i f f s ' hones, 
-there e x i s t s numerous ciefenses going -to t t e meri-ts of t h i s action. 

As in t t e matters identif ied in ( a ) , (b) and (c) above, t t e same 
f ive primary insvurance ca r r i e r s of Industr ies and SLC have ^̂ g-q-mipH t t e 
ciefense of Industries, cer ta in of Indus t r ies ' subsidiar ies and SLC, wi-th a 
conplete reservation of r i g h t s . 

At -this -time nei ther counsel nor managanoent can predict •tte outcome 
of -tte l i t iga-t ion. 

(e) U.S. Environmental Protecticjn Agency Procyyviincjs 

a te U.S. Environnental Protection Agency ("EPA") has included t t e 
Orange, New Jersey s i t e and -tte Montclair, Glen Ridge and Wfest Orange s i t e s 
on -tte national p r io r i t i e s l i s t of t t e Conprehensive Enviro-iuental Response 
Oonpensation Liab i l i ty Act of 1980, 42USCg601 e t seq. and has notif ied 
Indus t r ies t t e t i t may te a potent ial ly responsible party under t t e t Act. 
Indus t r ies has provited requested infonnatian t o t t e EPA. In -view of t t e 
ciecision of Judge Wolin of t t e U.S. Federal D i s t r i c t Ccxitt declaring SIC a 
l i a b l e par ty under CERCLA for t t e remediation and cleanup for -tte Orange s i t e 
t t e ciefendants are contacting t t e EPA t o inquire whether t t e defarJants ' 
participatixati in t t e remediation study of t t e Orange s i t e being conducted by 
-tte EPA i s a feasible a l te rna t ive . Currently t t e defendants are infonned 
t t e t t t e EPA has contracted with an engineering finn regularly used by t t e 
EPA for t t e t purpose to prepare and deliver a revised remedial investiga-tion 
and study for t t e Orange s i t e . 

in l a t e 1984, one of Industries ' primary insurance ra-rrfpr-r assumed 
t t e defense of Ti^^'Prrri*'^ and cer ta in of i t s su t e id i a r i e s in th i s potential 
lawsui t , while reserving i-ts -rifyhr^ to disr laim LLabili-Cy. 
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(f) Proc:eeciLnc3S Against Certa,in Insurer's 

During 1984 Industries no-tified i t s insurance czarriers as to t t e 
pendency of ce r t a in of t t e above described act ions and requested t t e t sixzh 
c a r r i e r s defend and indemnify Industr ies as a named insured under -various 
primary insurance policies as well as excess coverage or umbrella po l i c i e s . 
Al l such c a r r i e r s ansv^red denying l i a b i l i t y and denying any c^ligaticsn to 
defend Indus-tries against -tte claims asserted. Thereupon on August 20, 1984 
Indus t r ies conmenced an action in Superior Court of New Jersey, Essex County, 
naming as defendants a l l of Industr ies primary and excess coverage insurers 
and seeking jud ic ia l de^termina^tion as t o sucii c a r r i e r s ' duty t o defend and t o 
indemnify Inciustries and i t s su te id ia r ies and seeking reimbursement of ccjsts. 
expended by Irdus-tries for i t s defense, assunption of such defense on an 
ongoing b a s i s , ciamages for wrongful cieclination -to defend and puniti-ve 
(damages and counsel fees for wi l l fu l fa i lu re -to ciefend ard indannify 
Indus-tries in each of -tte foregoing act ions. 

In September 1985, five primary insncance ca r r i e r s of Iixiustries 
and SLC assvmed -tte defense of Industries and ce r ta in of i-ts suteidiar ies 
a l leged t o te successors in ce r t a in of -tte underlying acrtions described 
abcave, while reserving t t e i r r i ^ r t -to disclaim l i a b i l i t y . As a resu l t of 
- t tet Agreement, t h i s action has been stayed except with respect to 
appl ica t ions by p la in t i f fs -to require cjther primary insuranoe (barriers not 
pa r ty t o -tte Defense Agreement t o provide for a defense indemnification of 
Indus t r i e s , ce r ta in of Indust r ies ' su te id iar ies and SEC. 

While -there c:an of ccsurse te no assurance as -to -tte outcane of thJLs 
ac t ion Indus-tries has been advised t ha t i t has meritorious claims to suppurt 
i t s act ions for ciefense and indemni-ficaticHi. 

Because of t t e uncer ta int ies associated with t t e l i t i ga t i on 
cjescxibed i n (a) -throu^ (e) above, t t e l i a b i l i t y of Industries and i-ts 
su t e id i a r i e s alleged to te corpora-te successors to "tte fonner USRC cannot 
reasonably te estimated a t t h i s t ime, nor can. an estimate of any ultimate 
l i a b i l i t y or a iy insurance proceeds be made wilih any degree of cer ta inty. 
Tterefcnre, no such l i a b i l i t y has been rnaxirded i n t t e financial statements. 

(g) Blanchard Lit igation 

( i ) FoUcwing several years of disputes and l i t i g a t i o n involving 
one William C. Blanchard, a pr incipal in an en t i t y styled as Blanchard 
Secur i t i es Co. and t t e owner of 100 shares of amnion Stock of Industries 
(together herein "Blanchard"), on Ifey 22, 1986 Industries f i led a lawsuit in 
New Jersey Superiar Court, Law Division, naming Blanchard as a defendant. 
Tte act ion sought judicial declarat ion as to t t e s ta tus of a lease covering a 
small off ice premises in Morristown, New Jersey cwned by Blanchard and 
subject to a long tana lease entered into by Blanchard in 1955 ( t t e "1955 
Lease"). 
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Tte 1955 Lease was one of several long tenn "credit leases" entered 
by Blanchard in order to u t i l i z e -tte c red i t of long tenn tenants to dj tain 
construct ion financing fear i t s e l f . As such t t e 1955 Lease provides for an 
i n i t i a l term of 20 years through 1975 with four optional renewals of ten 
years each t h r o u ^ 2015. After repeated demands by Industr ies ' counsel, 
ciuring 1980 Blanchard consented in writing to t t e sublease of t t e subject 
premises and, a f t e r further demands, during 1982 Blanchard consented t o 
assignment of t t e 1955 Lease t o L i f t i n g . 

In connection wi-th -tte sede of •tte business and net assets of 
Lighting effecrtive February 13, 1985 i t was ant icipated -ttet -tte 1955 Lease 
would te assigned -bo t t e Purchasing Corporation. However, when Blanchard's 
consent -to t t e t assignment was recjuested, Blanchard claimed -tte 1955 Lease 
ted been v io la ted by an "unautterized assignment" al legedly conpleted without 
Blanchard's approval and advised t t e t Blanchard considered •tte 1955 Lease 
"•terminated" ard t t e t Blanchard considered i t s e l f enti^tled •to ireenter and 
assume con^trol cjver •tte premises. 

In answering t t e li^tiga^tion f i led against i t in Superior Court, 
Blanchard denied Industr ies ' claims and interposed counterclaims alleging, 
i n t e r a l i a , t t e t an unauthorized assignment of t t e 1955 Lease had cxx^irred 
and -ttet such assignment was fraudulent, in -violation of Blanchard's r ights 
as a share te lder of Indns-tries, in -violation of f iduciary dut ies , securit ies 
laws, -tte Racketeer Influenced and Corrupt Organization Act and other rela-ted 
claims. Industr ies denied Blanchard's claims and -thereupon fi led a notion 
for sunmary judgment against Blanchard on one ccxnt. 

On December 19, 1986 -tte Superior Court granted Industr ies ' motion 
for simmary judgment. In granting sunmary r e l i e f •to Industries t t e Ccxurt 
held t t e t t t e 1955 Lease had not been assigned as a matter of law, and 
renained i n e f fec t . 

Blanohard •took an appeal from •tte Superior Court ciecision. During 
l a t e 1987 "tte Agpellate Division affi-rmed t t e action of t t e Superior Court in 
granting summary judgment in favor of Indust r ies . The opinion of -tte 
Appellate Division was \inanimous. 

Blanchard then peti t ioned t t e Supreme Court of t t e State of New 
Jiersey seeking review by -tte Supreme Court of t t e unanimous Appellate 
Division ru l ing against Blanchard. By order dated Iferch 10, 1988 t t e Supreme 
Court denif?d Blanchard's pe t i t ion . 

( i i ) In a separate action begun by Blanchard in U.S. District 
Court for t t e Dis t r i c t of New Jersey, Blanchard r ^ » a t e d t t e claims asserted 
i n t t e Superior Court action discussed above, a l leging fraud, breach of 
f iduciary du t i e s , violations of t t e RacJoeteer Inflnenced and Corrupt 
Qcganization Act, securi t ies fraud and related claims, and named as 
dsfeadanta Industr ies , Lighting, t t e Purchasing Corporation and certain 
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directoirs of Indus t r ies . Industries and other defendants in thj.s action teve 
moved t o dismiss Blanchard's claims tet the act ion has been stayed pending 
t t e outccme of t t e l i t i g a t i o n begun in New Jersey Superior Court. 

Industr ies telieves t t e t -tte Federal Court w i l l gi^ve preclusive 
ef fec t t o t t e S ta te Court jxxlgments and t t e t t t e l ikelihood of any material 
recovery against t t e defendants i s remote. 

(11) AOQUISrnON OF CERTAIN REAKTT ASSETS 

On November 20, 1987 Industries accjuired a majority in teres t i n a 
commercial off ice bn ' ld ing located a t 550 Pcjst Oak Boulevard, Houston, Texas 
77027. Tte purchase was made through a Texas limited partnership, Hous^ton-
Phoenix Co., Ltd. (•tte "Partnership"). A wtelly owned suteidiary of 
Indus t r i e s , 550 POB, Inc . ( t t e "Suteidiary") serves as t t e general partner of 
t t e Partnership and manages t t e property.. 

Tte building has a t o t a l of approximately 53,700 ren ta l scjuare feet 
and i s approximately 75% leased, including leases with Industr ies , Pinnacle 
and Regal Pe^troleum, Ltd. ("Regsd"), a majority cwned sute id iary of Pinnacle, 
which w i l l locate •their offices in •tte building. Industr ies has entered in to 
a three-year lease fcnr approximately 2,000 rentable square feet a t an i n i t i a l 
annual r e n t a l r a t e of approximately $10.00 per s<3uare foot through December 
31 , 1990, -and Pinnacle and Regal have each entered leases having similar 
"tenns and r en t a l s and cxjvering approximately 1,500 rentable square feet . 

To obtain -tte necessary financing t o make -tte purchase Industries 
requested addit ional par t ic ipat ion from an unaff i l ia ted perscin and an officer 
and direc:tor of Indust r ies , wte put up -tte necessary additicHial financing 
•through t t e purchase of limited partnership i n t e r e s t s . Tte Partnership 
acquired -tte building frcm an unaffi l iated t h i r d par ty for a t o t a l purchase 
p r i ce of approximately $2,937,512. Tte purchase was financed through cap i t a l 
contr ibut ions t o t t e Partnership total ing $900,000 of which $500,000 was 
contr ibuted by t t e Suteidiary and $400,000 through t t e sa l e of t t e ilTnited 
par tnership i n t e r e s t s . Such interests were purchased fear t t e same pro r a t a 
p r ice as was paid by Industr ies . In addition, -tte 1 imitj^ partners made 
loans t o t t e Partnership in t o t a l amount of $100,000 and t t e Partnership 
2tssumed a mortgage on t t e property in pri.rr:ipal amount of approximately 
$1,950,000. Tte loans fron t t e 1 imitpd partners bear in te res t a t 8% per 
annum, with t t e Partnership obligated to pay i n t e r e s t only u n t i l maturity a t 
-tte e a r l i e r of December 31, 1997 or t t e sale of a l l or substant ial ly a l l of 
t t e Par tnership ' s a s se t s . Tte Umitpd partners can not te required to make 
a iy addi t ional cap i t a l contributions to t t e Partnership. 

In connec:tion with t t e purchase transaction, t t e Board of Directors 
of Industr ies recei-ved t t e written opinion of an independent mortgage banking 
fJTTti which services in excess of $1 bi l l ion of mortgages in t t e Houston araa 
t o t t e ef fec t t t e t t t e lease terms negotiated by t t e Partnership with 
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a-ff 1T iai-jari t enan t s , including Industries and Pinnacle, are f a i r and f a l l 
wi thin prevai l ing market r a t e s for t t e Houston area. 

Tte Sute idiary and t t e Limifpd partners w i l l par t ic ipa te i n 
Par tnership p ro f i t s and dis t r ibut ions in proportion to t h e i r re la t ive net 
c:apital crontributions. I t e i n t e re s t of t t e limit/vl partners in t t e 
Part i tership, o ther than any limited partnership in t e re s t which may la te r te 
acquired by t t e Suteidiary or t t e Partnership, i s represented l y Class A 
Uni t s . For t ax purpos,es, aiy Partnership Icjsses or tax c red i t s wi l l te 
alloca-ted one percent -to t t e Suteidiary and ninety-nine percent to t t e 
l imi ted pa r tne r s . In addition -to i t s par t ic ipat ion in p r o f i t s , losses and 
dis-tr ibutions of -tte Partnership, t t e Suteidiary manages -tte property for 
v ^ c h t t e Sute id iary wi l l te paid a managaient fee oonparable to t t e t 
general ly charged for s imilar services in t t e Houston area, in no event to 
exceed five percent of gross revenues. In addit ion, -tte Suteidiary i s 
reimbursed for a l l d i r e c t expenses incurred on behalf of -the Partnership and 
for i t s general and acininis-trative expenses al locable to Partnership 
opera t ions . 

Ifrider -tte l imited partnership agreement t t e Partnership, has agreed 
t o indemnify -tte Suteidiary and t t e 1 imitfyj partners against cer ta in 
l i a b i l i t i e s r e l a t i n g t o t t e Partnership. Tte partnership agreement a lso 
grants -tte l imited par tners tolding Class A Units cer ta in r igh ts and remedies 
i n "event 9f ciefanlt" by t t e Partnership, t t e Subsidiary car Industries, 
including t t e r i g ^ t o purchase t t e assets of t t e Partnership or t t e 
Su te id ia ry ' s i n t e r e s t i n t t e Partnership for f a i r madcet -value, based upon an 
independent MAI appra i sa l , or t o dissolve t t e Partnership. Chder -tte T̂ •̂ n̂ •̂ pd 
par tnership agreement of -tte Partnership an event of default includes a 
withdrawal of t t e Suteidiary as general partner, a bankruptcy, assignment for 
•tte benef i t of cn^edj-tors, rec:eivership or dissolut ion of the Suteidiary or 
Indus t r i e s , or breach of cer ta in financial oovenants by t t e Suteidiary or 
Indus t r i e s . TJpan an event of ciefault, t t e Suteidiary 's i n t e re s t in t t e 
Partnership w i l l te cxjnverted autcmatically t o t t e t of a 1 '̂Tni tiaH partner. 
Aiy iiTTiit-iari par tnership in t e re s t held hy t t e Suteidiary, upcm conversion of 
t t e Suteidiary to a limited partner in t t e event of ciefault o r otherwise, 
w i l l te r e p r ^ e n t e d by Class B Units. Tte voting r ights of t t e Class B Units 
a re general ly one-tenth of those of t t e Class A Units. Tte Suteidiary has 
a l so pledged i t s i n t e r e s t in t t e Partnership as coUa-teral for payment of t t e 
loans fron t t e Tinn'tjar} partners to t t e Partnership, as well as performance of 
-tte Par tnersh ip ' s and t t e Subsidiary's obligations under t t e partnership 
agreement. 

As Indus t r i e s , through t t e Subsidiary, cwns a majority interest in 
t t e off ice bui lding. Indus t r ies ' consolidated financial sta-tements include 
t t e a s s e t s , T iahiii^Tia^ and t t e operating resul ts of t t e te i ld ing since t t e 
date of acquisi-tion. 

The unaudited pro forma consolidated resu l t s of opera-tions which 
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follow assume t t e t t t e a£X[uisi-tic3n had cxaourred as of January 1 in each of 
t t e per icds presented. 

( in thousands, except 
per share amounts) 

1987 1986 

Revenues $ 886 1,060 
Net earnings $ (847) (718) 
Earnings per share $ (.85) (-71) 

Tte pro forma financial information i s not necessarily indica t ive 
e i t h e r of r e su l t s of cperations -ttet would teve occurred had t t e purchase 
been made a t t t e beginning of t t e period or of future resu l t s of cperations 
of Indus t r i e s , -tte Partnership or t t e presentat ion of t t e coribii^d resxilts 
hereof. 

(12) INPQPMATION CN SEGMENTS OF BUSINESS 

Indust r ies ' s ignif icant business segments are presented below: 

Real Estate . Indus t r ies ' vAolly owned sute id iary , 550 POB, I n c . , 
i s general partner and has a 55.6% in te res t i n a 1 imi ted partnership \diich 
during November 1987 purchased an office bui ld ing. Tte building has t o t a l 
o f f ice space of approximately 53,700 net rentable square feet and i s 
approximately 75% leased current ly . 

Ifanufacturing. Indust r ies ' manufacturing subsidiary, Ifetals, 
ffi)mnr-j>ii-f̂  custon special ty d i a l s . These d i a l s a re used as ocnponents for 
watches, ciLcxiks and timers for consumer and automoti-ve applications. 

Eguity Ownership. Industries has an ownership in teres t in Pinnacle 
v^iich i s accounted for under t t e equity method of accounting. At Decenfcer 
3 1 , 1987, Indus t r ies ' cwnership position in Pinnacle Ccranon Stcxdc r^nresented 
approximately 44% of t t e t o t a l number of shares of Pinnacle rniiuiii Stocdc 
cxitstanding. 
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Year Ended Decenter 31, 1987 
( in -thousands) 

Sales and other inoome: 
Real e s t a t e $ 44 
Manufacturing 367 
Other 162 

$ 573 

Earning (loss) from 
continuing cpera-tions: 

Real Es-tate $ 
Manufacturing 
Eqcdty ownership 
Other 

(39) 
74 

(544) 
1265) 

$ (774) 

Identifiable a s s e t s : 
Real e s t a t e 
H^nifacturing 
Eguity ownership 
Otter 

Dqireciation and 
anortiza^tion: 

Real e s t a t e 
Manufacrturing 
Other 

Capital expenditures: 
Real e s t a t e 
Manufacturing 

$2,926 
347 

1,638 
923 

$5,834 

10 
7 

65 

$2,938 
4 
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SCHFiyiTF. U - AMOUNTS KHairVAHTZ FROM RELATED PARTIES AND UNDCRHRHERS, 
PRCM3TERS, AND EMPLOyEES COSER TSAN REIATED PARTIES 

Ralancp at 
Beginning 

Deducrtlons Balance at 
End of Period Amomts Amounts ^ 

Name of Debtor of Period Additions Collected W!citten Off Current Not Current 

Year ended 
December 31. 1987 

AeroPanel 
Corporation^ 

Wiltilfetal 
Products 
Corporation^ 

Year ended 
Decgnber 31, 1986 

AeroPanel 
Corporation 

Milti lfetal 
Products ^ 
Corporation 

Year ended 
December 3 1 . 1985 

AeroPanel 
Corporation 

MiLtiMetal 
Products 
Corporation 

• $520.808 $ 19,178 $146,861 

$ 75,892 $ 795 - $ 76,687 

$526,099 $ 5,291 

$ 75.892 

$116,261 $404.547 

$ 7S.892 

kxrtstanding nonr-current te lances due as above and current balances of $8,860 are 
evidenced by notes receivable, which v«re discounted as of t t e date of their o r i g ina l 
i ssue to y i e l d an assumed market i n t e r e s t ra te of 11%. Current year additions of 
$21,080 and $915 represent amactization of discounts for fi.scal 1987. Anounts 
collecrted d'rnrifj 1987 include t t e current p a r t i a l of $8,185 froa 1986. PrLncipad and 
i n t e r e s t are due in -varying amounts t h rcm^ march 31, 1995. Tte notes, wtiich a re 
secured by a l l of t t e assets of AeroPanel Corprirarion and Moltilfetal Products 
Corporation, a re junior to pcLoe secured iacj?raaLa of approximataly $325,000 and 
$75,000, respecti^vely. 
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SCBEDULE v m - V A L Q A U G N AND ga&I'^^FnNG ADQCCMTS 

Description 

Balance 
At 

Beginning 
of Period 

Additions 
Charged to 
Costs and 
Eroenses Deducticans^ 

Balance 
At End 
of Period 

Year Ended December 31. 1985 

Allowance for cioubtful 
accounts 

Âmourcts written off, net of reooyeries. 
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USR UdUSIRIES, INC. 

SCHEDULE IZ - SaaBT-TSEV. BCBRONINGS 

Category of aggregate 
short-t*»TTn borrowincjs 

Year ended 
December 3 1 . 1987 

Note Payable - Bank 

Year ended 
December 31 . 1986 

Balance 
a t end of 

period 

Wi^ighted 
average 

i n t e r e s t 
r a t e 

M=)X3mum 
amount 

outstanding 
during t t e 

pencxi 

Note Payable - Bank $230,000 9.50% $230,000 

Year ended 
December 3 1 . 1985 

NOte Payable - Bank $230,000 11.25% $530,000 

Average Kfeighted 
amount average 

oitstanding i n t e r e s t r a t e 
during t t e during t t e 

pericxi period 
(A) 

$230,000 

$344,110 

(B) 

11.11% 

10.30% 

11.65% 

(•A)Averaga ain'iunL outst.andi.ng during -tte year i s coopated by dividing t t e -total of 
monthly outstanding pr-iTv-ipw) balarrya by 12. 

(B)weighted average in te res t ra te for t t e year i s caooputed by dividing t t e ac tual 
i n t e r e s t incurred frcm short-term borrowings by t t e average short-term borrowings. 
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SGBE2X3LE X - SUPPLEMEKB̂ HY INOOHE STATEMENT INFQRATiai 

Charged t o 
I tan Costs and Expenses 

Year Ended 
December 31. 1987 

Taxes, other than payrol l and 
income taxes: 

Property $ 5.918 
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REPCRT eg DmEPENDEyr CEKi'Ur'ltl) PUBLIC AODCPmaNIS 

To -tte Board of Directors and 
Stocdcfaolders of Pionacle Petroleuin, Inc . : 

We teve examined t t e consolidated f inanr la l statemen-ts and t t e 
f inancial statement schedules of Pinnacile Petrol&mi, Inc. and su te id ia r ies as 
1 Isted i n t t e index on page 15 of 1±is Form 10-K. Ore esmiiaations were Tn^e 
i n accordance wi-th generally accepted aud.i.ting standards and, accordingly, 
inducted such ' tests of •tte aooxmtiDg records and sudi other audi t ing 
procedures as we cionsidered necessary in t t e circumstances. 

In our cpinion, t t e financial statements referred to above present 
f a i r l y t t e consolidated financial position of Pinnacle Petroleum, Inc . and 
s u t e i d i a r i e s as of Decenfcer 31, 1987 and 1986 and the consolidated r e su l t s of 
t h e i r operations and the changes in the i r f inancia l posit ion for each of the 
-three years in the period ended Decenfcer 31 , 1987, in conformity wi-th 
general ly accepted accounting principles applied on a consistent b a s i s . In 
addi t ion , the f inancia l statanent schedules referred -to ateve, when 
considered in r e l a t i o n t o the basic financial statements taken as a whole, 
present f a i r l y the information required to te included -therein. 

COCPERS & LIBRAND 

Houston, Texas 
March 25, 1988 
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pxboncLE VEssazati, INC. 

Consolidated BaiaTK>* Shfiets 

ASShl'S 

Current assets: 
Cash and stert tenn items 
Accounts receivable: 

Oil and gas sales 
Drilling and <perations 
Other 
Less allowance for 
cioubtful accounts 

Note receivable-stockholder 
Prepaid expenses and other 

Total current assets 

Prcperty and equipment, at cMSt: 
Oil and gas properties 
(using -tte successful efforts 
method of aooounting) 
Producing prcperties 
NOn-producing properties 

Total oil and gas prt̂ jerties 
Pipeline 
Furniture/ fixtures and equipment 

Less accumulated depreciation, 
deletion, amortization and 

inpadxment reserve 

Net prcperty and equipment 

cost in excess of net assets acquired, net 

Decenfcer 31, 
1987 

Decenfcer 31, 
1986 . 

$ 2,906,406 4,134,472 

185,312 
221,022 
57,505 

(48,300) 
125,000 
66,196 

108,723 
214,218 
42,833 

(43,300) 

37,331 

3,513,141 

4,211,437 
135,925 

4,347,362 
98,345 
378,136 

4,823,843 

(2,469,327) 

2,354,516 

78,820 

$ 5,946,477 

4,494,277 

3,717,200 
175,576 

3,892,776 
98,345 
346,031 

4,337,152 

(1,943,006) 

2,394,146 

^ 

6.888,423 

(Contioued) 
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PINNACLE PETROLSDM, INC. 

Consolidated Balance Sheets (Continaed) 

Decaifcer 31, Decenfcer 31 , 
1987 1986 

LIABILITIES AND STOCKHOLMŜ ' EgJITY 

Current l i a b i l i t i e s : 
Aocoun^ts payable: 

Trade 
Prcxiuction 

Accrued ejqpenses 

Total current l i a b i l i t i e s 

Minorily i n t e r e s t - Regal 
Petroleum, Ltd. 

Series A 7.5% redeemable, onnilative, 
cxanvertible preferred stook, par 
-value $ .01; authorized, issued and 
outstanding 337,500 shares in 1986, 
s t a t e d a t $1.33 liquidation preference 

S tock te lders ' equity: 
Preferred stcack, par -value $.01; 

authorized 9,662,500 shares, 
none issued 

Cannon stocrk, par value $.01; 
au t t e r i zed 15,000,000 
shares , issued and cxitstanding 
2,125,596 shares in 1987 and 
1,811,958 shares in 1986 

Class B convertible cinmu stock, 
par value $.01; authorized 3,500,000 
shares , issued and outstaoding 
274,628 shares in 1987 and 1986 

Addit ional paid-in capital 
Accumula-ted def ic i t 

Total stoc:kholders' equity 

$ 382,905 
224,768 
89,445 

697,118 

1,357,049 

355,031 
108,333 
109,630 

572,994 

1,560,999 

21,256 

450,000 

18,120 

2,746 2,746 
9,118,301 8,747,596 

(5,249,993) (4,464,032) 

3,892,310 4,304,430 

$ 5,946,477 6,888,423 

See Notes to Consolidatad FinaQcial Statements. 
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PINNAdE PlglRUSTM, INC. 

Consolidated Statements of Qpexations 

Years Ended 

• 

Revenues: 
O i l and gas p rcduc t ion 
I n t e r e s t inccme 
Gain on s a l e of p rq^e r ty 

and ecjuipment 
Other 

T o t a l revenues 

C o s t s and expenses : 
ProducrtLon cos^ts 
D e p r e c i a t i o n , d e l e t i o n and 

a m o r t i z a t i o n 
Writedown of producing p r c p e r t i e s 
Inpa i rment res^rv*? on non-
produci.ng p r o p e r t i e s 

Genera l and acininisf-rative 
Amor t i za t ion of c o s t tn eixcess of 

n e t a.s.set-s a rqn i rod 
I n v e n t o r y -valuation r e se rve 
Dry h o l e c o s t s and atencionmftnts 

T o t a l c o s t s and expenses 

Ea-mings ( l o s s ) -from opera t ions 
M i n o r i t y intP:r«=«t in n e t l o s s of 

Rega l Pe t ro leum, L td . 
E q u i t y i n n e t l o s s of Regal 

Petxoleum, L t d . 

Ne t f«-mingF; ( l o s s ) 

Ne t eaTmings ( l o s s ) p e r conmon 
s h a r e (aftj»r prpfprrpri di,-vifV»nris 
of $20,000 i n 1987, $63,187 i n 
1986 and $67,500 i n 1985) 

Vfeighted averaqe number of 
. ^ imn-jn sha-rt»s mit-.ol-sTTHing 

Decenfcer 31 , 
1987 

$ 720,123 
254,630 

9,340 
45,015 

1,029,108 

482,362 

573,918 
-

80,292 
842,222 

19,705 
-

20,520 

2,019,019 

(989,911) 

203,950 

-

$ (785,961) 

-

$ (.35) 

2,333,222 

Decenfcer 3 1 , 
1986 

609,811 
335,880 

66,690 
21,710 

1,034,091 

473,736 

900,766 
703,000 

. 
88,977 

1,579,621 

— 
47,974 

264,290 

4,058,364 

(3,024,273) 

923,560 

— 

(2,100,713) 

(1.12) 

1,937,615 

Decenfcer 3 1 , 
1985 

164,007 
506,644 

. — 
1.667 

672,318 

50,772 

119,349 
— 

12,000 

821,284 

_ 
— 
— 

1,003,405 

(331,087) 

— 

(16,166) 

(347,253) 

( .23) 

1,785,143 

See Notes to Consolidatad Financial Statsments. 
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PINNACLE PETROUEXM, INC. 

Consol ida ted Statements of Stockholders* Equi ty 

CLASS B ADDinCNAL TOTKL 
CCMIX STOCK CCMCN STOCK PAID-IN ACCDMDLftaED STOCKHOLDERS' 

SHARES AM30NT SHARES AMPUNT CAPITAL lEFICrT EQUITY 
Balance a t 

December 3 1 , 1984 1,841,908 $18,419 - $ - $8,137,640 $(2,016,066) $6,139,993 

Net ea rn ings ( l o s s ) - - - - - (347,253) (347,253) 

A c q u i s i t i o n of 
t r e a s u r y s t o c k 
( p a r v a l u e method) (111,241) (1,112) - - (299,148) - (300,260) 

Cormon s tock i s s u e d 
i n purchase of Spur 
Pe t ro leum, I n c . 176,415 1,764 - - 571,586 - 573,350 

Dividend on redeemable 
p r e f e r r e d s t o c k 
($ .10 p e r sha re ) - - - - (67,500) - (67,500) 

Balance a t 
Dece±5er 3 1 , 1985 1,907,082 19,071 - _ - 8,342,578 (2,363,319) 5,998,330 

Net ea rn ings ( l o s s ) - - - - - (2,100,713) (2,100,713) 

C l a s s B conmon s t o c k 
i s s u e d (116,178) (1,162) 274,628 2 ,746 448,416 - 450,000 

Conmon s tock i s s u e d 
-to Direc:tors f o r 
D i r e c t o r s ' f e e s 27,208 272 - - 39,728 - 40,000 

Aoqoisi t icaa of 
t r e a s u r y stods. 
(pa r v a l u e method) (6,154) (61) - - (19,939) - (20,000) 

Dividend on redeemable 
p r e f e r r e d s t o c k 
($ .10 p e r share ) ' - - - (63,1871 . - (63,187) 

Balance a t 
December 3 1 , 1986 1,811,958 18,120 274,628 2,746 8,747,596 (4,464,032) 4,304,430 

Net ea rn ings ( l o s s ) (785,961) (785,961) 

Q.ii»t)n s tock i s s u e d 
i n purchase of 
P innac l e Coe ra t ing 
ni.n_w4uy • 100,000 1,000 - - U4,000 _ 125,000 

(CDDtioaed) 
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PINNSCIS PETPnTFTW, INC. 

Consol ida tad S t a t anen t s of Stnckhnlders* Bqpi ty (cont inued) 

CLASS B AEDITKNAL TOTAL 
CCMWar STOCK O C M C N S T O C K P A I I > - 3 N A D C U M O L A T E D STOCKHOaLDERS' 

SHARES AMJUNT SHARES AMJONT CAPITRL D E F I C I T EQUi'IY 

Ccranon s t o c k i s s u e d 
i n p u r c h a s e of 
p roduc ing p r c p e r t i e s 207,552 $ 2,075 - $ - $ 257,365 $ - $ 259,440 

Ccranon sbock i s s u e d 
t o D i r e c t o r s f o r 
D i r e c t o r s ' f e e s 13,565 136 - - 18,614 - 18,750 

A c q u i s i t i o n of t reasx i ry 
s t o c k ( p a r v a l u e 
method) (7,479) (75) - - (9,274) - (9,349) 

Di-vidend on redeemable 
p r e f e r r e d s t o c k 

. ($ .10 p e r s h a r e ) - - _ _ r L _ _ - (20,000) - (20,000) 

Balance a t 
Decenfcer 3 1 , 1987 2,125,596 $21,256 274,628 $2,746 $9,118,301 $ (5,249,993)$3,892,310 

See Notes t o Consol idatad F i n a n c i a l Statements . 
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piNNBdz PEJoyrmn,. INC. 

Ccansolidated Statements of Changes i n Finnnrial Posit ion 

SOURCES OF FUNDS: 
Operations: 

Net earnings (loss) 
Items not affecting working 
c a p i t a l : 
Depletion, depreciation 

and amortization 
Writedown of producing 

prcper t ies 
Inpairment reserve on 

non-producdng prcper t ies 
Dry hole ccasts and 

abandonments 
Amortization of cost i n 

excess of net assets 
acquired 

Bqui-ty i n net loss of 
Regal Petroleum, Ltd. 

Minority in te res t in net 
loss of Regal Petroleum, Ltd. 

(Gain) loss on sale of 
property and equipment 

Funds provicied hy 
(used for) cperations 

Proceeds from sale of 
prcper ty and equipment 

Issuance of and ccsiversion t o 
Class B conmon stock 

Ojmn!.)P stc3ck Issued to 
d i rec to r s 

Decrease in other assets 
Decrease in warking capi ta l 

Decenfcer 31, 
1987 

$ (785,961) 

573,918 

-

80,292 

20,520 

Years Ended 
December 31, 

1986 

(2,100,713) 

900^766 

703,000 

88,977 

264,290 

Decenfcer 31, 
1985 

(347,253 

119,349 

-

12,000 

^ 

19,705 

16,166 

(203,950) 

(9,340) 

(304,816) 

20,248 

-

18,750 

1,105,260 

$ 839,442 

(923,560) 

(66,690) 

(1,133,930) 

145,926 

450,000 

40,000 
541 

1,339,778 

842,315 

-

«• 

(199,738) 

265 

-

872 
663,474 

464,873 

(Contimied) 
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PINNACLE PEIBCZECM, INC. 

Consolidated Statements of Changes in Financial Posi t ion (Continued) 

Years Ended 
Decenfcer 31, December 31 , Decenfcer 31, 

1987 1986 1985 

USES OF FUNDS: 
Additions of o i l and gas pr(^)erties $ 
Treasury stock acquisitions 
Decrecise i n minority in te res t in 

ne t a s se t s of Regal Petroleum, Ltd. 
Conversion and redetption of redeemable 
p re fe r red stock 

Decrease in ownership of investee 
p r i o r t o consolidation 

Additions of other property and 
ecjoiproent 

Dividends on recieemable preferred 
s tock 

Assets and l i a b i l i t i e s acquired, 
n e t of working c:apital: 

Oi l and gas propeirbies 
Property and equipment 
Cost i n excess of net cissets 

aoquired 
Issuance of cxztmon stock for net 

a s s e t s of sute id iar ies 
Issuance of ccnroon stock for o i l 

and gas prcper t ies 
Issuance of redeemable preferred 

s tock - - (900,000) 
Minority i n t e r e s t in net assets 

of R e ^ Petroleum, Ltd. - - (2,512,259) 

$ 839, U2 842,315 464,873 

346,186 
9,349 

-

450,000 

-

39,482 

20,000 

259,440 
900 

98,525 

(198,211) 

(186,229) 

172,730 
20,000 

27,700 

450,000 

-

108,698 

63,187 

-

-

• -

— 

13,270 
300,260 

-

-

16,166 

148,134 

67,500 

3,782,672 
122,480 

-

(573,350 

_ 

(Continued) 
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PINNaCI£ PEIBOUSOH, INC. 

Consolidated Statements of Changes in Financial Posi t ion (Continued) 

Years Ended 
December 31, Decenfcer 31, Decenfcer 31, 

1987 1986 1985 

CHANC2S IN CCMPOENTS OF 
V90RKING CAPITAL: 

Increase (decrease) i n current 
a s s e t s : 
Cash and short term items 
Accounts receivable, net 
Note recei-vable-stockholder 
Prepaid expenses and other 

Inorease (decrease) in current 
liabilities: 
Aoccjunts payable 
Accrued expenses 

Incr-ease (decrease) in 
wnrk-i'ng capital 

$ (1 ,228,066) 
93,065 
125,000 
28,865 

(981,136) 

144,309 
(20,185) 

124,124 

$ (1,105,260) 

(1,123,539) 
(255,007) 

(64,267) 

(1,442,813) 

(114,409) 
11,374 

(103,035) 

(1,339,778) 

(592,548) 
401,453 

101,598 

(89,497) 

495,721 
78,256 

573,977 

(663,474) 

See Motes to Consoiidatod Financial Statements 
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PINNACLE IPESSCasnii, INC. 

Notes to Cnnsolidated Financial Statements 

(1) SUMMARY OF SIGNTFICftHT ACCOUNTING POLICIES 

Pr inc ip le s of Consolicdation 

The cxansoliciated financial statements include the accounts of 
Pinnacle Petroleum, Inc. ( t t e "Cacpany"), i t s wtel ly owned sute id iar ies , 
PinReg Corporation ("PinReg"), Spur Petroleum, Inc . ("Spur"), Pinnacle 
Operating Ccmpany, Wocxdstead Petroleum Corporation and PinReg's majority 
owned s\jbsidiary. Regal Petroleum, Ltd. ("Regal"). All significant 
intercatpany accounts and transactions teve been eliminated in consoliciation. 

O i l and Gas Properties 

The Catpany follows the successful effor ts method of accounting for 
i1:s o i l and gas propert ies. Under the successful ef for ts method, cx»sts 
ass<x:iated with the acxpiisition, d r i l l i n g and ecjuippjjig of successful 
exploratery wells and a l l develcproental costs are capi ta l ized and amoitized 
using the xmit-of-production method. Geologicoal and geophysical cos ts , delay 
r e n t a l s and d r i l l i n g costs of unsuccessful exploratory wells are c±arged t o 
expense as incurred. The Ccnpany also recognized a writedown of producing 
p rcpe r t i e s of $703,000 in 1986. Tte writedown was t he resu l t of ccnparing 
th& estimated undiscounted cash flc3ws of t t e Ccnpany's reserves using year 
end gas pr ices and assuming an o i l price of $17.50 per ba r re l t:o 1±e carrying 
•value of -the producing prcpert ies . 

Procreeds frcm t t e sa le of an i n t e r e s t in a non-prcxiucing o i l and 
gas property are cnredited •to •the asset aoocxint u n t i l adl capitalized c»sts 
a r e recovered re la t ive to tha t property. Any proc:eec3s received in excess of 
oos t a re recorded as a gain. 

Tte Ccnpany reevaluates t t e carrying •value of i t s non-producing 
p roper t i e s frcm time to time in l i ^ i t of econonic circumstarces aT>i };,it;ovldhs 
an inpaincent reserve which i s charged t o cperations i n t t e year in wliich 
SQch cistermination i s made. 

Property and Equipnigit 

Property and ecjoipniMit are being depreciated over the i r estimated 
useful li-ves using t t e s t raight l ine method. Expenditures for maintenance 
and repa i r s which do not improve or extend t t e useful li-ves are charged to 
cperat ions as incurred, while expenditures for major renewals and betterments 
a r e capi ta l ized . Dispositions of assets are ref lec ted a t t t e h is tor ical 
c»s t s less aocunulated dgpreciation, with t t e resu l t ing gain or loss 
r e f l ec t ed i n cperations currently. 
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PINNSCLC PEZROLEZH, INC. 

Notes t o CoQsolidatfri Financial Statemwrts (Cootinuied) 

Eamimjs Per Share 

Earnings per share of Coiroon Stock and camon equivalent share are 
ccmputed by dividing net oar^infjc a f te r preferred stocdc dividend requirements 
by -the weighted average nunber of shares of Caimon Stock outstanding (during 
each period. Conversion of preferred stock and exercise of options ahd 
Warrants t o acquire shares of ootmon staok are included in t t e cocputation of 
earnings per share of Coninon Stock to t t e extent that they are d i lu t ive . 
Ful ly d i lu ted earnings per share are not presented because such ciata would 
not be s igni f icant ly different from t t e amounts sbom. 

Financia l Aocxfuntinq Standards Beard's ("FASB") Statfmgit Release 

The FASB issued Statement of Financial Accounting Standards 
("SFAS") No. 96 "Accounting for Inccme Taxes" in December 1987. The SFAS 
requi res sxibstantial changes in the methcxi of accounting for cieferred inccme 
taxes and must te adopted t y -the Cotpany beginning in 1989. The Cotpany has 
no deferred -taxes recorded and i s currently in a net operating loss 
carryforward posi-tion. The Cotpany has not yet aciopted SFAS No. 96 and 
accordingly, the impact on the Cotpany's financial condition and resul ts of 
cperat ions has not been determined; however, t t e Oatpany ckies not expecrt i t 
t o have a material adverse ef fec t . 

TnryiTE TaXBS 

The Cotpany and i t s vrtiolly owned suteidiaries join in -Filing a 
consolidated federal inronft t ax re turn . Investment tax c red i t s are accounted 
for by t t e , flow-through method. 

RecJassi f icat ions 

Certain anounts frcm pr io r pericxis have been rec lass i f ied -to 
cTtrrform -to t t e presentation fonrat for •tte oansolidated -Finarv^TaT statements 
as of Decenfcer 31 , 1987 with no effect on repcarted resul ts cjf cperations. 

(2) OIL AND GAS PRCDDdNG ACI'IVITIES 

The Cotpany's o i l and gas cperations are conducted ent i re ly in -tte 
Uhited States . Aggregate capi ta l ized exists re la t ing t o these cperations and 
r e l a t e d accumulated ciapletion, deprpciatinn and amortization are as foUcws: 

CAPITRLIZED COSTS 

Years Encipd Decenfcer 31, 
1987 1986 1985 

Oi l and Gas Prcpert ies : 
Proved $ 4,211,437 3,717,200 3,688,911 
Utproved 135,925 175,576 813,886 

4,347,362 3,892,776 4,502,797 
Less accumulated deoreciation, 

depletion and aTnafrf,iration (2,285,041) (1.835,980) (696,369) 

Nfet o i l and gas properties $ 2,062,321 2,056,796 3,806,428 



PINNACLE 'PESBGLSMf INC. 

Notes t o Consolixdated F inanc i a l S ta tements (Cootinued) 

Cos t s i ncu r red i n t t e Company's o i l and gas cpe ra t i ons and r e l a t e d 
accumula ted d ^ r e c i a t i o n , d e p l e t i o n and amoirt izat ion p e r ecquivalent un i t -o f -
p r o d u c t i o n a r e as fo l lows : 

• Years Ended Decenfcer 31 , 
1987 1986 1985 

P r o p e r t y a o g u i s i t i o n c o s t s : 
Proved $ 511,694 2,251 
Utproved 4,341 964 13.270 

$ 516,035 3,215 13,270 

E J ^ l o r a t i o n c o s t s $ 78,976 210,992 7,828 

Development c o s t s $ 65,443 • -

D e l e t i o n and dep rec i a t i on $ 488,381 1,524,346^^^ 96,168 

D e p l e t i o n and d ^ r e c i a t i o n 
p e r e q u i v a l e n t u n i t of 
p r o d u c t i o n $ 9.87 35.73 15.28 

(1) Inc ludes writedown of prociucing p r o p e r t i e s of $703,000. 

SALES AND REVENUES FRCM OIL AND GAS PRCDOONG ACTIVITIES 

" Tte Cotpany s e l l s i t s o i l and gas p roduc t ion on c u r r e n t l y ava i l ab l e 
marke t s and pursuant t o c o n t r a c t s wi-th var ious pu rchase r s . For t t e y e a r 
ended Decenfcer 31 , 1987 s a l e s t o two purchasers accounted f o r approximately 
21% and 13% of t o t a l revenues . For t t e year ended Decenfcer 3 1 , 1986 sa les t o 
t h r e e purchasers accounted fo r approximately 12%, 12% and 10% of t o t a l 
r e v e n u e s . Management b e l i e v e s t h a t i f such purchase rs -were not a v a i l a b l e , 
t t e Cotpany would te a b l e t o s e l l i t s p roduc t ion t o C3ther purchasers on 
e q u i v a l e n t terms and c o n d i t i o n s . 

(3) PURCHASE OF OMCN STOCK OF REGAL PETROIZmi, LTD. AND SPUR PEIRXEDM, 
INC. 

During 1985 a v t o l l y owned s u t e i d i a r y of t t e Cotpary accjuired 
Ccranon Stock i n Regal Petroleum, L td . and as of Decenfcer 3 1 , 1985 cwned 
s l i g h t l y i n excess of 50% of t t e shares of Regal Conmon Stock outs tanding. 
The t ransac : t ion was accounted f o r us ing t t e purchase method of accounting. 
Tbe s u t e i d i a r y purchased t t e Cormon Stock i n open market and p r i v a t e 
- t r ansac t ions as wel l as through a d i r e c t p r i v a t e placement consirteration of 
$3 ,190 ,987 . For t t e ^^g'^"' year ended Decenfcer 3 1 , 1985 t t e pro r a t a e q u i t y 
s h a r e cjf cpe ra t i ng <»aT-ninqs of Regal vas inclndpri i n t t e Statanent of 
Ope ra t i ons ' under t t e c a p t i o n "Equity i n n e t earnings ( lo s s ) of Regal 
Pe t ro leum, Ltd ." For 1986 and 1987 t t e accounts of Re«gal are f o l l y 
c o n s o l i d a t a d with those of P innac le and i t s w t e l l y owned s u b s i d i a r i e s . 
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PINNACLE PETSQLEQM̂  INC. 

Notes t o Consolidatftd Financial Statements (Cootinued) 

Pursuant to an agreement dated Novenfcer 27, 1985 betwe^i a wholly 
owned snbsidia ty of t t e Cotpany, and Spur Petroleum, Inc . , a pri-vately held 
Texas coipany based in Anari l lo, Texas, the Cotpany agreed to aczijuire by 
meirger a l l of t t e outstanding Ccranon Stcxdc of Spur." In t t e t ransact ion, ^pur 
stcxoktelders received 176,415 unregistered shares of Common Stock of t t e 
Cotpany. 

(4) PURCHASE OF CEKTRIN PROPERTIES 

During 1987 t h r o u ^ a vrtiolly owned suteidiary t t e Cotpaiy purchased 
c a r t a i n o i l and gas working in te res t s frcm five nnai^iliatfid partneirships. 
Tte subject working in teres ts acquired are Icxated in Oklahoma, Kansas, 
Wycming and New York. The partnerships received as consideration in exchange 
for -the working in teres ts conveyed an aggregate of 148,983 unregistered 
shares of Pinnacle Cotmon Stock. The Cotpany recorded the pn^>erties a t 
$186,229. 

The unaudited pro forma consolicJated resu l t s of cperations whicii 
follow assume t t e t the acquisi t ion had cxx:urred as of January 1, 1986. The 
1987 pro forma information i s not presented as -the accjuisition was effective 
January 1, 1987. 

(in tteusands exc^Jt per share amounts) 

1986 

^ Revenues $ 1,027 

Net earnings $(2,042) 

Earnings per share $ (1-01) 

Tte pro forma -FinaTv-iai information i s not necessari ly indicative 
e i t h e r of r e su l t s of cperations t h a t would have occurred had t t e purchase 
been macie a t t t e hpgiTim'Tifj of t t e pericxi or of future r e su l t s of operaticans 
of -tte Ccnpany or t t e presentation of cxansolidated resu l t s hereof. 

Additionally, 1±e Conpany acxpiired V-Mo Operating Cotpany, an 
opera tor of 24 o i l and gas wells , throoc^ a wtelly cwned subsidiary for 
100,000 unregistered shares of Conmon Stock. Tte Cccpaiy recxrded t t e 
acqu i s i t ion a t $125,000. Ihe acquisit ion has been recorded as a purchase 
wi-th t h e purchase price al located to 1±a f a i r value of t t e net assets 
accjuixed. Tte cc3st in excess of net assets acquired of $98,525 i s being 
dimi.'t.ized over five years. Tte Cccpaiy also aoquired in te res t s in o i l and 
gas p roper t i e s , through a wtelly owned subsidiary, for 58,569 unregistered 
shares of Cormon Stock. Tte accyis i t ion was recorded a t $73,211. No pro 
forma infcjrmation i s presented on t t e above acsquisitions since the i r effec:t3 
a r e not mater la l . 
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PINNSdE "PEIBCXSM, INC. 

Notes -to Consolidntfd Financial Statanents (Continued) 

(5) 0CMM3N STOCK 

An Ettplcyees' Stcxdc C^Jtion Plan c:overing 184,000 shares of Ccraton 
Stock was approved by stocktelders a t t t e Annual Meeting held JUly 31, 1984. 
Cn Jtdy 30, 1986 t t e Board of Directors granted options to two officers of 
t t e Company exercisable a t pr ices per share of $1.49 and $1.35, respectively. 
One o f f i c a r ' s option for 150,000 shares i s exercisable in wtole or in p a r t 
through JUly 30, 1991. Tte other off icer ' s cption for 30,000 shares i s 
exercisable in wtole or in p a r t t h r o u ^ JUly 30, 1996. No other riglits o r 
options te-ve been granted under the Option Plan and no cptions were exercised 
ciuring 1987 or 1986. 

At t t e Annual Meeting held Novenfcer 14, 1986 stocktelciers approved 
the issuanca a new class of cxraton stock ciesignated Class B Cotmoi Stook 
("Class B Ccraton"). The holders of Class B Conmon, voting as a s ^ a r a t e 
c l a s s , teve the r i ^ t to e lec t a siitple najori ty of the Board of Directors 
and vote as a separate class on major corporate t ransact ions. Holders of the 
Class B Canton vote share-for-share with holders of the Conmon Stock and 
Series A Preferred Stock on a l l other matters. Holders of Cotmon Stcck, but 
not of Class B Cotmon, received a Warrant Dividend exercisable a t •various 
pr ices during two futxn:e exercise periods. (See Note 7) While the Class B 
Canton i s not en t i t l ed to such Warrant Dividend tet otherwise participatiss 
equally share-for-share with the Cotmon Stcxdc in dividends and dis t r ibut ions . 

The Ccranon Stock i s admitted for l i s t i n g on NASDAQ and continues -to 
te publ ic ly tradeable. Class B Ccraton shares are not publicly -tradeable, and 
are only transferable to persons within ciefined categories of "pennitted 
t r ans fe rees , " but may te converted into Cotmon Stock a t ary time on a share-
for-share bas i s . 

(6) REKEMABIZ PREFERRED STOCK 

On J\ine 28, 1985 t t e Cotpany issued -to Titan Wells, Inc. ("Titan") 
whose pr inc ipa l stocktelcier i s t t e Ootipaiy's Chairman, 675,000 shares of 
Series A Convertible Voting Preferred Stock ("Series A Preferred Stock"), par 
-value $.01 per share, together with vrarrants (see Note 7 "Warrants") to 
purchase up to 200,000 shares o t i t s Ccranon Stock throuc^ Decenfcer 1990. In 
cxps idftra-tion of t t e issuance of such Series A Preferred Stocdc and t t e 
warrants, t t e Cotpany received from Titan $450,000 cash; working interests in 
various proved producing o i l and gas properties and cer ta in undeveloped 
leases i n Michigan. Each share of Series A Preferred Stock i s e i t i t l ed to 
one vote per share and votes with t t e VXIIIUMI stock of t t e Conpany as a single 
c l a s s . Each share of Series A Preferred Stock i s convertible into .4444 
shares of Cotmon Stock based on t t e current conversion price of $3.00 per 
share. 

Tte Series A Preferred Stock recjoired a sinking fund te established 
for t t e radenption of t t e stock with anroial sums sufficient to redeem twenty 
percent of t t e shares then outstanding beginning on JUne 30 of each of t t e 
years 1991 through 1995 a t a p r i ce of $1.33 per share plus accrued, unpaid 
diTidends, whether or not declared- Shoild t t e Ccnpany te unable to recisem 
such shares , t t e preferred stocktelders shal l te en t i t l ed to elect two 
adrii.tinnal directors of t t e Conpany. 
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PINNACLE PETBOUEXH, INC 

Notes t o Consolidated Financial Stabemenbs (Continued) 

Titan exchanged 337,500 shares of Series A Preferred Stcxdc under 
t t e terms of the Class B Common exchange csffer on Nbvenfcer 20, 1986 and 
recaived 158,450 shares of Class B. During 1987, t t e Coipany redeemed t t e 
remaining 337,500 shares of the Series A Preferred Stcxdt for a net price of 
$436,500. 

(7) VJARRANTS 

In conjunction with t t e issuance t o Titan of Series A Preferred 
Stoc^ the Cotpany also issued warrants -to purcha.se up t o 200,000 shares of 
conmon stcxok -through December 1990. The warrants are exercisable frtxn March 
1, 1986 -through Decenfcer 31, 1990 a t a p r ice of $3.00 per share. The 
exercise p r i c e of the warran-ts i s subject t o an an t i -d i lu t ion adjustment. To 
ciate, no warrants teve been exercised and the exercise pr ice as of Decanber 
31 , 1987 was $2.46 per share. 

The Board of Directors declared a diviciend of Cotmon Stock Purctese 
Warrants ( the "Warrant Dividend") which en t i t l ed a l l stockholders of record 
on November 20, 1986 to receive one warrant -to purchase one share of Ccraton 
Stock for every five shares of Cotmon Stcxdc owned. The Warrants are 
exercisable during two 60-day periocis, the f i r s t exercise period s tar t ing on 
April 1, 1988 (the beginning of which pericxi has, pursuant t o terms of the 
Warrant, been postponed for 180 ciays) and t t e second exercise period s ta r t ing 
12 months a f t e r the f i r s t period begins (but a lso subject to postponement by 
t t e Ccmpaiy for an additional 180 ciays.) Tte exercise pr ice of t t e Warrants 
during -the f i r s t eJoarcise period i s $1.35 and $1.50 (during the second 
exerc i se , period. There were a t o t a l of 363,082 Warrants issued t o 
stcxoktelders. 

(8) INCCME TAXES 

For federal inccme t ax purposes, a t Decenfcer 31, 1987 t t e Conpany 
had net operating loss carryforwards of approxdmately $4,989,000 wiiLch expire 
a t -various ciates through t t e year 2002 and investment tax c r ed i t 
carryforwards of appiuximately $34,700 \Aich expire a t -various ciates through 
-tte year 2000. 

For financial reporting purposes, a t IVrenfcpr 31, 1987 t t e Conpany 
had $6,908,000 of net operating loss carryforwards and apprcodmately $37,000 
of net investment tax credit carryforwards. Certain items of iTv-miP and 
expense, primarily depreciation, d e l e t i o n and intangible (drilling costs , are 
recc^gnized fcsr incone tax purposes i n amounts and periods which (differ froa 
those recognized for financial report ing purposes. Investment tax c red i t 
carryovers for incrmR tax and -FinaTv-ta) reporting purposes have been reduced 
i n accordance with t t e Tax Reform Act of 1986. 

(9) CERTAIN TRANSfiCnGNS 

During Jone 1985 t t e Cotpany sold and issued to Titan 675,000 
uiire<jLstered and redeemable shares of Series A Ccaroertible Vbting Preferred 
Stock, together with warrants to purchase up to 200,000 shares of t t e 
Conpany's Ccranon Stock through December 1990 a t a pr ice of $3.00 per share. 
Tte Ccnpany's rhairmar^ also serves as chief execaatiive officer and i s t t e 
pr incipal stccktelder of Titan. In coonactiou with i t s review of t t e 
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PINNATTB VSnsaUEOif INC. 

Notes t o Consolidated Finanoial Statements (Continued) 

t r ansac t ion , the Board of Directors retained an independent investment 
banking firm, Sutro & Co. Incorporated, which delivered -to t t e Conpany i t s 
wr i t t en opinion t t e t -the transaction was f a i r , frcm a finaTv-ia-i point of 
view, t o the Ccnpany and to t t e telders of i t s Common Stcxok. 

Allocation of certain general and acimi n.i stra^tive expenses of 
personnel , office ecjuiproent and f a c i l i t i e s shared with an a f f i l i a t e a re 
subjecrt t o a Corporate Separation Agreement approved by t t e Board of 
Directors of t t e Cotpany and USR Industr ies, Inc . , t t e pa r t i e s there to . For 
t t e year ended Decenfcer 31, 1985 suc± expenses allocated t o t t e Cotpany under 
such agreement was approximately $27,000. Thereafter, as such general and 
adminis-trative expenses te-ve been fully segregated and are charged d i r ec t ly 
no expense a l loca t ion was macie for the years ended Decenfcer 31, 1987 ^nd 
1986. 

During June 1985, the Ccnpany purchased 111,111 shares of i t s 
Ccraton Stcx;k from USR Industries, Inc. for a net purchase price of $300,000, 
or $2.70 per share. On the purchase date, the Cotpany's Ccraton Stcxdc wes 
reported in -the over-the-cx>unter market ais $1.50 bid and $1.75 asked per 
share . 

In order to conserve woridng cap i ta l and to provide Directors of 
t he Cotpany an equity stake in -tte future growth and development i n the 
Ccnpany, Directors teve agreed t o accept shares of Ccranon Stocdc of t t e 
Cotpany in l ieu of cash cotpensation for t he i r services as Directors. During 
•tte years ended Decenfcer 31, 1987 and 1986 each Director received $5,000 of 
newly issued shares of Ccnroon Stock for t t e i r services as Director. During 
t t e year., ended Decenfcer 31, 1985 t t e Conpany incurred legal fees of 
approximately $97,534 t o a law firm in which a Director of t t e Cotpany i s a 
pa r tne r . ' ' - '• 

On Decanfcer 31, 1987 t t e Cotpany advanced t t e chairman, vbo i s a lso 
a s tocktelder , a tc3tal of $125,000 cm a short term bas i s , with such loan plus 
accnied i n t e r e s t a t a 10% anmiaT r a t e being due and payable on March 31, 
1988, and renewed for 90 ciays t o June 30, 1988. Separately, t t e Ccnpary's 
majority cwned sute idiary advanced an additional $75,000 -to t t e f"î airmaTi on 
January 27, 1988 on a s t e r t term basis cine J)ine 30, 1988. Such actvances were 
personal ly guaranteed in full by t t e Chairman and secured by t t e plecige, 
respect ively , of a 22% waridng in te res t in ca r ta in pradv-icing properties and 
t t e plecige of 75,000 shares of î-«n"-'i-> Stook of t t e Ccnpany. 

(10) SUPPLEMENTAL OIL AND GAS INPCKMATICN (UNAUDITED) 

Tte following quantity and (discoontad estimates df futore cash 
flews are based on prices as of t t e respective year ends. No pr ice 
escala-tions were assumed except t a r gas sales made under terms of contracts 
which include fixad and detenninable escalat ions. Cperating cos ts , 
production taxes, windfall profi t tax, royalt ies and estimated future capi ta l 
expenditures to cxxrplete develocraait of t t e proved reserves were deducted in 
detannining t t e (quantity and (discxjuntad estimates of future cash flows. Such 
costzs were estimated based on current costs and t̂̂ sce t a t adjusted to 
an t i c ipa te increases due to ip^aj-inn or other tac tacs . No deductions wesre 
ip»<H<» for general csverhead, depreciation a r other indirect cos ts . 
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PINNACLE PETBCUUM, INC. 

Notes -to CnnfytlJdat-ffd Financial Statemwtts (Continued) 

ANALZSIS GBP CEANGES IN PROVED RF?̂KHV1JS 

Years Ended Decenfcer 31, 
1987 1986 1985 

Oil Gas o i l Gas Oil Gas 
(Bbls) (Wof) (Sals) (Mof) (Bbls) (Mof) 

PROVED DEVEIiJPED AND 
UNDEIVELCCBO RESERVES: 

Beginning of year 101,429 592,791 193,577 926,943 8,809 3,585 
Revisions of previous 

estimates 33,737 (38,653) (68,257)(228,037) 997 12,468 
Extensions, discoveries 

and other additions 1,055 38,053 - -
Produc t ion (28,181) (127,733) (24,503)(108,936) (4,022) (13,626) 
Purchases of minerals 

in place 47,461 685,732 612 2,821 187,793 924,516 

(1) (1) (2) (2) (3) (3) 
End of year 155,501 1,150,190 101,429 592,791 193,577 926,943 

PRCWED DEVELOPED RESERVES: 

Beginning of year 94,880 589,025 180,015 915,990 8,809 3,585 

(1) (1) (2) (2) (3) (3) 
End of year 148,951 968,805 94.880 589,025 180,015 915,990 

(1) Proved Reserves jjiclixift 45,790 barre ls and 235,622 Mcf and Proved Developed 
Reserves inoluited 45,790 baixels and 192,222 Mcf of reserves a t t r ibutable to 
t t e minority in t e re s t in Regal Petroleami, Ltd. 

(2) Proved and Proved Developed Reserves include 41,516 ba r re l s and 212,346 Mof 
of reserves a t t r ibutable t o t t e minority in t e re s t in Regal Petroleum, Ltd. 

(3) Proved and Proved Developed Reserves include 66,736 bar re l s and 352,606 Mcf 
of reserves a t t r ibutable to t t e minoi'ity in t e re s t in Regal Petrolewm, Ltd. 
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PINNACLE v E o a a n t i t INC> 

Notes t o Consolidated Finanoial statements (Contimied) 

STANDARDIZED MEASURE CF DISUUUNi£D FUTURE NET 
CASH FICWS AND CBANSES THFRKTN 

The standardized measure of discounted future net cash flows and 
changes therein r e l a t ing t o proved o i l and gas reserves i s as follows: 

F u t u r e c a s h inflows 

F u t u r e p roduc t ion and 
develcpment c o s t s 

F u t u r e income t a x es^anses 

F u t u r e n e t ca.sh flows 

10% annual d i scount f o r 
ejjtimatieri t iming of 
c a s h f lews 

S tanda rd ized measure of 
di.scfRinti=!d fnti-rre n e t 
c a s h f lews 

— 

$ 

$ 

1987 

4,786,756 

(1,819,475) 

_ 

2,967,281 

(1,030,339) 

1,936,942^^^ 

1986 

2,849,096 

(1,040,658) 

_ 

1,808,438 

(489,688) 

1,318,750^^^ 

1985 

7,443,262 

(2,243,910) 

^ 

5,199,352 

(1,507,610) 

3,691,742 

Future ne t cash flews weia cotputed using year-end pr ices and cos t s , and 
year-end s tatutory t ax r a t e s t ha t • re la te lio ex is t ing proved o i l and gas 
r e se rves . 

(1) Includes $507,810 of estimated cliscxunted future net revenues 
a t t r ibu tab le t o t t e minority in te res t in Regal Petrolaan, Ltd. 

(2) Incliides $460,850 of estimated discounted future net revenues 
a t t r ibu tab le to t t e mincjciLy in teres t in Regal Petxol«mi, Ltd. 

(3) Tnrlndes $1,023,215 of estimated discounted future net revenues 
a t t r ibu tab le to the minority in teres t in Regal Petrolesmi, Ltd. 
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PINNACLE PEXRCCEm, INC. 

Notes t o Consol-idated FinaDclal Statemaxts (Cootlnned) 

The foUcwing are t t e principal sources of chargs i n the 

Standardized measure of 
discounted future net 
cash flows 

Sale of o i l and gas 
pnxduced, net of 
prociuction costs 

Net changes i n pr ices and 
production cos-ts 

Purchase of minerals i n 
p lace 

Extensions and (discoveries 

Revision of previous cjuanti-ty 

es t imates 

A:xoretion of discount 

Net change in inccme -taxes 
Stateardized measure of 
discxTunted future net 
cash flews 

a d fu ture ne t c a s h f lows: 

Years Ended Decenfcer 31 , 
1987 

$ 1,318,750 

(237,761) 

(238,497) 

729,285 

53,519 

179,771 

131,875 

$ 1^936,942^-^^ 

1986 

3,691,742 

(183,593) 

(1,441,482) 

9,998 

-

(1,127,089) 

369,174 

1,318,750^^V 

1985 

138,035 

(38,320) 

64,008 

3,448,165 

-

66,051 

13,803 

3,691,742^^^ 

Future ne t cash flows were (.yinxitfld using year-end prices and costs , and 
year-end s ta tutory -tax r a t e s -that r e l a t e t o . ex i s t i ng proved o i l and gas 
r e se rves . 

(1) tnclnrifw $507,810 of estimated dismtintfld future net revames 
a t t r i i u t a b l e to t t e minority in te res t in Regal Petroleum, Ltd. 

(2) Tnciufjpw $460,850 of estimated discounted future net revemes 
a t t r i lx t tab le to t t e minori'ty in te res t i n Regal Petrolann, Ltd. 

(3) Includes $1,023,215 of estimated discounted fntare net revenues 
a t t r i bu tab le to t t e miTVirity in teres t in Regal Petroleoni, Ltd. 
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PINNACLE PETESXQM, INC. 

SCHKIIIIf: V - PRGEEBTTANO BQCUPMENT 

Beginning Addit ions Other Changes At End 
C l a s s i f i c a t i o n of Pe r iod a t Cost Ret i rements Add (Deduct) of Pericxi 

Year Ended Decenfcer 3 1 , 1985 

• o i l and g a s p r o p e r t i e s $ 762,358 13,270 (55,503) 3,782,672 4,502,797 

P i p e l i n e - - - 98,345 98,345 

F u r n i t u r e , f i x t u r e s and 
ecjuipctent 134,591 148,134 (13,002) 24,135 293,858 

$ 896,949 161,404 (68,505) 3,905,152^ 4,895,000 

Year Ended Decenfcer 3 1 , 1986 

o i l and gas p r c p e r t i e s $4,502,797 172,730 (782,751) - 3,892,776 

P i p e l i n e 98,345 - - - 98,345 

F u r n i t u r e , f i x t u r e s and 
e q u i p n e n t 293,858 108,698 (56,525) - 346,031 

$4,895,000 281,428 (839,276) . 4,337,152 

Year Ended Decenfcer 3 1 , 1987 

o i l and g a s p r t ^ a r t i e s $3,892,776 605,626 (151,040) - 4,347,362 

P i p e l i n e 98,345 - - - 98,345 

F u r n i t u r e , f i x t u r e s and 
equipment ' 346,031 40,382 (8,277) - 378,136 

$4,337,152 646,008 (159,317) - 4,823,843 

^Amounts r e f l e c t •garchase of Spur Petroleum^ Inc . and a majori-ty i n t e r e s t 
i n Regal Petroleum, Ltd. 
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PINNACLE PETBOLEPM, INC. 

STHFTTTrF. V I - AOCCMTTATRD DEPRBdATICN, LEPLBTION, AND 
AICRTIZAZIQN OF PROPERTY AND BQinPMENr 

Classification 

Ralanra Additions Other 
at Charged to Changes 

Beginning Costs and Add 
of Period Expenses Retirements (DeducA) 

Year Ended Decenfcer 31, 1985 

Oil and gas prcperties $ 643,939 108,168 

Furniture, fixtures 
and equipment 38,965 23,181 

$ 682,904 131,349 

(55,738) 

(12,502) 

168^40) 

Balance 
At End 
of Period 

696,369 

49,644 

746,013 

Year Ended December 3 1 , 1986 

O i l and gas p r c p e r t i e s $ 696,369 1,613,323 

P i p e l i n e - 5,567 

F u r n i t u r e , f i x t u r e s 
and equipment 49,644 73,853 

(473,712) 

(22,038) 

1,835,980 

5,567 

101,459 

$ 746,013 1,692,743 (495,750) 1,943,006 

Year Ended Decenfcer 3 1 , 1987 

O i l and gas p r c p e r t i e s $1,835,980 568,673 

P i p e l i n e 5,567 9,278 

F u r n i t u r e , f i x t u r e s 
and ecquipment 101,459 76,259 

(119,612) 

(8,277) 

$1,943,006 654,210 (127,889) 

2 ,285,041 

14,845 

169,441 

2,469,327 
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PINNACLE PETEOLHH, INC. 

S m u m i f : v m - VALO&nCNAND QUAUFZING ACCOUNTS 

CLASSIFICanCN 

BALANCE ACOrnGNS 
AT CHARCSD TD BALANCE 

BBGn&nNG OOSTS AND AT END 
OF PERICD EXPENSES RhTlRaffiNTS^ OF PERIOD 

Year Ended Decenfcer 31 , 1985 

Allowance for doubtful 
accounts $ 59,539 44,314 (58,192) 45,661 

Year Ended Decenfcer 31 , 1986 

Allowance for cioubtful 
accounts $ 45,661 43,300 (45,661) 43,300 

Year Ended December 31 , 1987 

Allowance for (doubtful 
accounts $ 43,300 5,000 48,300 

Iflocouncs wr i t ten off, net of recoveriea. 
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PINNACLE PSQOLHH, INC. 

«jr •uw\ ITTR X - SUPFLEUENTART INDCMB STATEMENT I N F C R M A U G N 

Item 

• 

Taxes, other than payroll and 
inccme taxes : 

Prcduction 
Prcperty 
Franchi-se 

Charged to 
Costs and Expoises 

Years Ended Decenfcer 31 , 
1987 1986 

$ 17,092 
17,954 
20,418 

$ 55^464 

$ 20,718 
48,150 
32,191 

$101,059 
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USR INDUSTRIES, INC. 

Item 9. Disagreements on Acxxxnitinq and Financial Discl(agiTro. 

None. 

PART i n 

Item 10. Directors and Executive Officers of the Recristrant. 

The def ini t ive Proxy Sta-tement in cX)nnection with the 1988 Annual 
Ifeeting of Stockholders to be f i led by the Corporation pursuant to Regulation 
14A of the Securi t ies Exchange Act of 1934 not l a t e r than 120 days a f t e r 
December 31 , 1987 i s incorporated herein by reference. 

Item 11. Egecutive Oompensa-tion. 

The ciefinitive Proxy Statement in connecrtion with -the 1988 Annual 
Meeting of Stockholciars to be f i led i y the Corporation pursuant to Regulation 
14A of -the Securi t ies Exchange Act of 1934 not l a t e r than 120 days a f te r 
Dacember 31 , 1987 i s inoorporated herein by reference. 

Item 12. Securi-ty Ownership of Certain Banef-icial (Dwners and tfenaoement. 

The def in i t ive Proxy Statement in connection with t t e 1988 Annual 
Ifeeting of Stocdcholders to be f i led by the Ccjrporation pursuant to Regulation 
14A of the Securi t ies Exchange Act of 1934 not l a t e r -than 120 days a f te r 
December 31 , 1987 i s inoorporated herein by reference. 

Item 13. Certain Relationships and Related Transactions. 

The ciefiniti-ve Proxy Statement in connection with tha 1988 Annual 
Ifeeting of Stodcholders t o be f i led by the ( iaporat ion pursuant -to Regulation 
14A of -the Securi t ies Exchange Act of 1934 not l a t e r -than 120 days a f te r 
December 31 , 1987 i s inoorporated herein by reference. 
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USR mXSIRIES, INC. 

PART IV 

Item 14. Exii ibits . Financial Statenfent Schechiles and Reports on Rjnn 8-K. 

(a) Exhibi ts , Financial Statennents and Financial Statauent Schedules. 

(1) and (2) Finanoial Statements and Financial Statement Schedules. 

See Index to Financial Statements and Related Schedules 
included in Item 8 (Financial Statements and Svigplementary 
Data). ' 

(b) Rf?TXirts cm Form 8-K 

Form 8-K dated Novenfcer 20, 1987 r e l a t i n g to the acquisi t ion 
of an office building. 

(c) Exhibits 

The following exhibi ts are f i led as pa r t of th i s repor t . 
VJhere such f i l ing i s ma(ie by incorporation by reference •to a 
previously f i led s-tatement on report , such statement or r epor t 
i s identified i n parenthesis. 

3 . Articles of Incorporation and Bylaws 

3.1 Certif icate of Incorporation (incorporated by reference t o 
Bdiibit 3(a) of Form 8-B dated October 15, 1980) 

3.2 Amendment to Cer t i f ica te of Incorporation f i led on June 13, 
1984 (incorporated by reference to Erfubit 3 of Tana 10-K for 
year ended Decenfcer 31, 1984) 

~̂  3.3 Bylaws (incorporated by reference -to Exiiibit 3(b) of Fcmn 8-B 
•̂  dated October 15, 1980) 

10. M=itgria.l. (Istitxacrts 

10.1 Stock Purchase Agreement between USR Industr ies , Inc. and 
Pinnacle Petroleum, Inc. (iated Ju ly 19, 1383 and Modification 
Agreement thereto dated S^Jtenfcer 18, 1983 (incorporated by 
reference to Exhibits 10(a) and 10(b) of Form 10-K of Pinnacle 
Petroleum, Inc. for -the year ended August 31 , lS83)(File No.O-
9946) 

10.2 Assets Purchase Agreement between USR Lighting, Inc. and 
AeroPanel Corpcaration (incorporated by reference -to B d u b i t 
2(a) of Fonn 8-K dated March 8, 1985) 

10.3 Assets Purchase Agreement between USR Ifetals, Inc. and 
MaltiMetal Prcxducts Corporation (incorporated by reference t o 
Exhibit 2(b) of Form 8-K dated March 8, 1985) 

10.4 Lease dated as of December 12, 1983 between USR Lighting, Inc . 
and 661 Myrtle Property Co., Ltd. (incorporated by reference 
t o Exhibit 10 of Fcjnn 10-K for year ended Decenfcer 31, 1984) 

10.5 Employee's Incentive Stcxk (^Jtion Plan (incorporated by 
reference to Exhibit 10 of Form 1 0 ^ for year aided December 
31, 1984) 

22. SuhRidia-ri,pa of USR Industries, Inc . 
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Pursuant to the requirements of the Securities Exchange Act of 
1934, -this report has been signed below by the following persons on 
behalf of the Coipaiy and in the capacities and on the ciates indicated. 

Date: March 29, 1988 

Date: March 29, 1988 

Date: March 29, 1988 

Date: March 29, 1988 

By: 

By: 

E^: 

By: 

/s/ Ralpii T. MoEl-veniy, Jr. 

Raljdi T. MoEl-veniy, Jr. 
Chainnan of the Board 
(Principal Executive and 
Financial Officrer) 

/s/ Anthory N. Cialone 

Anthony N. Cialone, Director 

/s/ Stephen C. Miller 

Stephen C. Miller 
Treasurer 

(Principal Acccxinting Officer) 

/s/ Charles R. White 

Charles R. White, Direcrtor 
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Pursuant to the requirements of -the Securities Exchange Act of 
1934, this report has been signed belcw hy the following persons on 
behalf of the Conpany and in the capacities and on the ciates indicated. 

Date: March 29, 1988 . By: 
RaljAi T. MoElveniy, Jr. 
Qiairman of the Board 
(Principal Executive and 
Financial Officer) 

Date: March 29, 1988 By: 
Anthony N. Cialone, Direc-tor 

Date: March 29, 1988 By: 

Date: March 29, 1988 By: 

Stephen G. Miller 
Treasurer 
(Principal Accounting Officer) 

Charles R. White, Director 
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400,000 Shares 
Pinnacle Petroleum, Inc. 

Common Stock 
($.01 Par Value) 
$1.15 Per Share 

All of the 400,000 shares of Common Stock of Pinnacle Petroleum, Inc. ("Pinnacle" or the 
"Company") offered hereby (the "Shares") are being offered by USR Industries, Inc. ("Industries") to 
Industries' stockholders of record on July 20, 1988 (the "Industries Stockholders"). The Shares are 
being offered at a price of $ 1.15 per Share. Industries will receive all of the proceeds from the sale of 
Shares offered hereby. Pinnacle will not receive any of such proceeds. 

The Shares of Pinnacle Common Stock being offered have voting and other rights customary for 
common stock, subject to the rights of Pinnacle's Class B Common Stock. As previously approved by 
Pinnacle's stockholders at a stockholders' meeting held on November 14, 1986, the Class B Common 
Stock is entitled to vote as a separate class to elect a majority of the Company's Board of Directors 
and to vote on major corporate transactions. Pinnacle Common Stock is entitled to vote on a share-
for-share basis with the Company's Class B Common Stock as to the election ofa minority of the 
Board of Directors. For a more complete description of the rights of the holders of Pinnacle Common 
Stock and of the Class B Common Stock, see "Description of Pinnacle Common Stock." 

Each Industries Stockholder who has subscribed for the maximum number of Shares initially 
made available to him will have the opportunity to subscribe, at the same price, for a pro rata portion 
of any Shares which are not subscribed for by other Industries Stockholders. Thereafter, if any Shares 
remain unsold, any participant, to any extent, in this offering may purchase such remaining Shares on 
a pro rata basis in the event such Shares are offered by Industries (See "How to Subscribe"). 

Certain members of Industries' and Pinnacle's management who are also Industries 
Stockholders, including Ralph T. McElvenny, Jr., who serves as Chief Executive Officer of Industries 
and of Pinnacle, have indicated that they intend to purchase all Shares to which they are entitled in 
the initial offer and Mr. McElvenny has indicated that he intends to purchase all of the Shares to 
which he is entitled in the offer of Shares not subscribed for in the initial offering. For information 
concerning Industries and the plan of distribution of the Shares, see "Information About Selling 
Stockholder" and "The Offering." 

Pinnacle Common Stock is traded in the over-the-counter market under the symbol PNCL. The 
average of the closing bid and asked prices for the three months preceding this offering as reported by 
the National Association of Securities Dealers Automated Quotation System, were $1.12 and $1.36, 
respectively. For factors that were considered in determining the Subscription Price, see "The 
Offering." 
THIS OFFERING WILL EXPIRE AT 3:00 P.M., MOUNTAIN TIME, ON AUGUST 31, 1988, 

UNLESS EXTENDED BY INDUSTRIES, IN ITS DISCRETION. 

THE SECURITIES OFFERED HEREBY INVOLVE A HIGH DEGREE OF RISK. 
SEE "RISK FACTORS." 

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION 

PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. 
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE. 

The total price to the Industries Stockholders, if all of the Shares are acquired, would be 
$460,000. All of the price paid by the purchasers of the Shares offered herein, after deducting 
expenses, including registration and filing fees, legal fees, subscription and other fees, which are 
estimated to total $40,000, will be received by Industries. No underwriting discounts or commissions 
will be paid in connection with the sale of the Shares offered hereby. 

The date of this Prospectus is August 3, 1988. 

-JlCTT -̂oo^ 



AVAILABLE INFORMATION 
Pinnacle is subject to the informational requirements of the Securities Exchange Act of 1934 (the 

"Exchange Act") and, in accordance therewith, files reports and other information with the Securities 
and Exchange Commission (the "Commission"). Reports, proxy and information statements and 
other information filed by Pinnacle can be inspected and copied at the public reference facilities 
maintained by the Commission at 450 Fifth Street, N.W., Room 1024, Washington, D.C. 20549; 
Everett McKinley Dirksen Building, 219 South Dearborn Street, Room 1204, Chicago, Illinois 
60604; and Jacob K. Javits Federal Building, 26 Federal Plaza, Room 1100, New York, New York 
10007. Copies of such material can be obtained from the Public Reference Section of the Commis­
sion, Washington, D.C. 20549 at prescribed rates. 

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE 
Pinnacle's Annual Report on Form 10-K for the fiscal year ended December 31, 1987, as 

amended on Form 8, and Pinnacle's Quarterly Report on Form 10-Q for the quarter ended March 3, 
1988, heretofore filed with the Securities and Exchange Commission, are incorporated in this 
Prospectus by reference. 

All documents filed by Pinnacle pursuant to Section 13(a), 13(c), 14 or 15(d) of the Exchange Act 
subsequent to the date of this Prospectus and prior to the termination of the offering of the Shares 
shall be deemed to be incorporated herein by reference. 

Any statement contained in a document incorporated or deemed to be incorporated by reference 
herein shall be deemed to be modified or superseded for purposes of this Prospectus to the extent that 
a statement contained herein or in any other subsequently filed documenl which also is or is deemed 
to be incorporated by reference herein modifies or supersedes such statements. Any such statement so 
modified or superseded shall not be deemed, except as so modified or superseded, to constitute a part 
of this Prospectus. 

Pinnacle will provide without charge to each Industries Stockholder to whom this Prospectus is 
delivered, upon the request of any such person, a copy of any or all of the documents incorporated by 
reference and described above, other than exhibits to such documents which are not specifically 
incorporated by reference therein. Requests should be directed to the Company at its principal 
executive offices, 550 Post Oak Blvd., Suite 550, Houston, Texas 77027; telephone (713) 622-8492. 



INFORMATION ABOUT SELLING STOCKHOLDER 

The Shares offered hereby are being sold by Industries pursuant to its 
Plan of Asset Redeployment, as part of its efforts to enhance liquidity while 
maintaining a substantial interest in the natural resources and real estate sectors. 
Industries believes that the offering tind sale of the Shares to its stockholders is 
appropriate at this time to provide Industries with additional liquidity and to 
enable the Industries Stockholders to have the opportunity to acquire the Shares 
at a price deemed attractive relative to the historical price and book value of the 
Shares. 

As of the date of this offering, Industries owns 908,571 shares of 
Pinnax:le Common Stock (approximately 42.6% thereof), which shares represent 
approximately 37.7% of all the shwes of Pinnacle Common Stock and Class B 
Common Stock outstanding, without giving effect to immediately exercisable and 
outstanding options or rights to purchase 743,042 shares of Pinnacle Common 
Stock or Class B Common Stock, or to the rights of Pinnacle Class B Common 
Stock which is entitled to elect a majority of Pinnacle's Board of Directors. See 
"Description of Pinnacle Common Stock." If all of the 400,000 shares offered 
hereby are purchased. Industries will ovm. 508,574 shares (approximately 23.8%) of 
the shares of Pinnacle Common Stock then outstanding without giving effect to 
any additional issuance of shares of Pinnacle Conunon Stock. Industries will 
continue to own WEurrants to purchase 205,759 additional shares of Pinnacle 
Common Stock. The Shares offered by this Prospectus are being offered to 
Industries stockholders at $0.10 per share less than the value at which the Shares 
are carried on Industries' balance sheet, so that, for financial reporting purposes, 
the sale of the Shares will result in a realized loss to Industries of approximately 
$40,000 if all Shares offered are purchased. 

During the last three fiscal years, Industries' only material transaction 
with Pinnacle was the sale by Industries in June 1985 of 111,111 shares of 
Pinnacle Conunon Stock to Pinnacle for a net purchase price of $300,000, or $2.70 
per share. On the purchase date, Pinnacle Common Stock was reported in the 
over-the-counter market as $1.50 bid and $1.75 asked per share. The purchase 
price in the 1985 transaction was at a discount firom the stated book value of the 
Pinnacle Common Stock at that time, although the price was in excess of the 
market prices then quoted in the over-the-counter market. 

Mr. McElvenny, Industries' Chairman and Chief Executive Officer, also 
serves as Chairman and Chief Executive Officer of Pinnacle. 

RISK FACTORS 

The business of Pinnacle involves a high degree of risk. The factors 
discussed below should be carefully considered in evaluating Pinnacle and its 
business before purchasing the Shares described in this Prospectus and offered 
hereby: 

1. Pinnacle's Business Strategy. In mid-1984, Pinnacle adopted a 
general business policy for future operations known as its Plan for Corporate 
Development (the "Plan"), which aims at expansion primarily through corporate 
t ransact ions , particularly mergers, asset acquisitions, roll-ups or similar 
transactions. Pursuant to its corporate development objectives, during 1985, 1986 



and 1987 Pinnacle acquired 100% of Spur Petroleum, Inc. ("Spur"), a privately held 
exploration company based in Amarillo, Texas; a majority position in Regal 
Petroleum, Ltd. ("Regal"), a public oil and gas exploration and production 
company based in Denver, Colorado; certain working interests in various proved 
producing oil and gas properties and undeveloped leases in Michigan from Titan 
Wells, Inc. ("Titan"); 100% of V-Mc Operating Co. ("V-Mc"), a privately held 
operating company based in Denver, Colorado; certain working interests in 
producing and development acreage in Osage Cotmty, Oklahoma; the oil and gas 
properties of five private limited partnerships managed by Centennial Petroleum 
Company, San Francisco, California ("Centennial Partnerships"); and certain 
working interests in various producing oil and gas properties located in western 
New York State. Pinnacle is 8u;tively evaluating other corporate development 
opportunities at this time. The success of Pinnacle's corporate development under 
the Plan is dependent in part upon factors, particularly oil and gas prices, which 
are beyond management's control. The ultimate success of the Plan is also highly 
dependent on management's ability to efficiently manage acquired properties and 
businesses and to negotiate acquisitions and secure financing on terms that prove 
to be advantageous over the long term. If Pinnacle is unsuccessful in these 
endeavors, the Plan for Corporate . Development will not achieve growth and 
profitable operations. 

2. Oil Prices. Since December 31, 1985, worldwide and domestic oil 
prices have declined dramatically. In consonance with such worldwide declines, 
oil prices for Pinnacle's proved oil reserves have declined significantly from an 
average of approximately $27 per barrel during 1985 to an average of approxi­
mately $14.55 in 1986 and $17.73 in 1987, and have declined as low as $9.50 per 
barrel during interim periods. Continuation for a significant period of reduced 
prices, or any further oil price declines, may impair Pinnacle's ability to conduct 
its business as presently conducted. 

One material effect of dramatically lower oil prices throughout the 
world has been to reduce the value of oil reserves in place. The value of gas 
reserves has also declined dramatically. See "Gas Prices and Markets" below. To 
reflect the reduced reserve value of each bsurrel of oil or barrel equivalent unit 
of gas reserves in place. Pinnacle has taken substantial writedowns of reserve 
values. For example, in view of deteriorating conditioris experienced during 1985 
and the material adverse developments which have been widespread throughout the 
industry in recent years. Pinnacle recorded a writedown of producing properties of 
$703,000 in 1986. No writedown was taken during 1987. However, if product 
prices decline further during 1988, Pinnacle will recognize substantial additional 
depreciation and depletion expenses or possible further writedowns of producing 
properties. 

3. Gas Prices and Markets. Along with oil price declines, prices 
available for domestic natural gas production have experienced substantial declines 
in recent years. During fiscal -years 1985, 1986 and 1987, Pinnacle's average sale 
price per Mcf of gas produced was $3.94, $2.32 and $1.74, respectively. Also, gas 
production has faced marketing difficulties, and gas producers have found 
available markets restricted and terms and contract lengths materially less 
favorable than during past years when higher prices were obtainable for both oil 
and gas production. 



4. Key Empbyees. The continued availability to Pinnacle of the 
services of certain key individuals engaged in the management and operation of 
Pinnacle are believed to be critical to Pinnacle's future success. The unexpected 
death or unavailability of any key executive, particularly Ralph T. McElvenny, Jr., 
Chairman and Chief Executive Officer of Pinnwle, for whom there is no corporate 
key employee life insurance, could have a detrimental effect on Pinnacle. 
However, it is expected that suitable employment agreements and insurance 
arrangements will be entered into between Pinnacle and its key executive officers 
in 1988. 

5. Losses. Although maintaining a sound overall financial position 
from a balance sheet standpoint, Pinneicle has reported substantial losses in recent 
years. Pinnacle's reported losses include material charges or writedowns in the 
values of exploration acreage and oil and gas reserves required in view of 
declining oil and gas prices. There can be no assurance that Pinnacle will be 
profitable in the future as decreiises in prices received by Pinnacle for its oil and 
gas production could result in a negative cash flow and operating losses. 

6. Election of Majority of Directors and Other Rights of Holders of 
Class B Common Stock of Pinnacle. Pinnacle's management owns the majority of 
Pinnacle's currently outstanding Class B Common Stock, which has the power to 
elect a majority of Pinnacle's Board of Directors. In addition. Pinnacle's Class B 
Common Stock has the right to vote as a separate class on major corporate 
transactions. The Common Stock of Pinnacle being offered hereby votes share-
for-share with shares of Pinnacle Class B Common Stock with respect to the 
election of a minority of the Pinnacle Board of Directors and on all other matters 
submitted to stockholders. See "Description of Pinnacle Common Stock." 

7. No Cash Dividends. No cash dividends have been paid in the past 
to the holders of Pinnacle Common Stock, and payment of cash dividends by 
Pinnacle is not contemplated in the future. In 1986, the Boeird of Directors 
declared a non-cash dividend on all shajes of Pinnacle Common Stock which 
consisted of warrants to purchase additional shaures of Pinnacle Common Stock. 
The first exercise period for the warrants begins on September 28, 1988, and the 
second exercise period commences 180 days thereafter. The warrants are 
exercisable at $1.00 and $1.50 per share during the first and second exercise 
periods, respectively, with the exercise prices being subject to adjustment. 

8. Director Liability Limi ta t ion . Pinnacle 's Certificate of 
Incorporation implements a statute passed by the State of Delaware that permits 
the elimination of personal liability of directors for monetary damages for breach 
of fiduciary duty except for breaches of the duty of loyalty, acts or omissions not 
in good faith or involving intentional misconduct or knowing violation of law, and 
the receipt of improper personal benefit. While Pinnacle believes this director 
liability limitation will enhance its ability to attract and retain qualified directors, 
it also may limit the recourse available to stockholders if the directors were to 
violate their fiduciary duties. 

9. Other Factors Affecting Oil and Gas Operations. Set forth below 
is a . discussion of various further risks that affect the business and operations of 
Pinnacle. 
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Markets: The availability of a market for Pinnacle's oil and gas 
production depends upon numerous factors beyond its control. These 
factors include, but are not limited to, worldwide pricing trends and the 
availability of other domestic or imported production, the location and 
capacity of natural gas pipelines and transmission facilities, the effect of 
federal and state regulation on oil and gas production and general economic 
conditions. In addition, domestic oil and gas must compete with imported oil 
and gas, coal, atomic energy, hydroelectric power and other forms of energy. 
Excess supplies of oil and gas or these other forms of energy from time to 
time, including the present, have depressed prices in the oil and gas 
industry. In addition, the price of and demand for oil and gas is subject to, 
and during recent years have been materially adversely affected by, actions 
of foreign governments, international cartels and the United States 
government. 

Competition in the Oil and Gas Business: Despite reduced drilling 
activity in recent years, the exploration for and development, of oil and gas, 
as well as the interest in companies or properties available for sale, remain 
extremely competitive. In attempting to locate, acquire and develop suitable 
oil and gas properties. Pinnacle is competing with numerous other 
corporations, partnerships, individuals and other entities, including many that 
have significantly greater financial, technical and marketing resources. 

Government Regulation: The production and sale of oil and gas 
are subject to federal and state government regulation in a variety of ways, 
including price controls and regulation concerning the prevention of waste, 
the conservation of oil and natural gas, pollution, znd various other matters. 
Many jurisdictions have at various times imposed limitations on the 
production of oil and gas by restricting the rate of flow for oil and gas 
wells below their actual capacity to produce. The United States government 
also has the power to permit increases in the amount of oil and gas 
imported from other countries. 

Environmental Regulation: The operations of Pinnacle are subject 
to numerous laws and regulations governing the discharge of materials into 
the environment or otherwise relating to environmental protection. These 
laws and regulations may require the acquisition of a permit before drilling 
begins, severely restrict or prohibit drilling activities on certain lands lying 
within wilderness areas or where environmental damage may result, impose 
substantial liabilities for pollution resulting from drilling operations or 
impose a fee or tax for other environmental impacts. 

Operating Hazards and Uninsured Risks: The oil and gas opera­
tions of Pinnacle and its subsidiaries are subject to all the risks inherent in 
the exploration for, and development and operatioii of, oil suid gas 
properties. Blowouts and fires could result in damage to or the destruction 
of any oil or gas well and any producing facilities. Due to the prohibitive 
cost of obtaining certain insurance coverages Pinnacle is not fully insured 
against these risks. If Pinnacle sustained an uninsured loss or liability, its 
ability to operate could be adversely affected. 



:v . : : .1 

State Regulation: State regulatory authorities have established 
rules and regulations requiring permits for drilling operations, drilling bonds 
and reports concerning operations and state taxes on production, sale «ind 
storage, or transportation of oil and gas. Most states in which Pinnacle 
operates also have statutes and regulations concerning the spacing of wells 
and environmental and conservation matters, and have established regulations 
to govern the tmitization and pcx)ling of properties, and to control the rate 
of production from oil and gas wells for the purpose of conserving oil and 
gas and preventing waste. 

THE OFFERING 

Offer to Industries Stockholders 

Industries is offering to Industries Stockholders of record (the "Record 
Holders") at the close of business on July 20, 1988 (the "Record Date") the 
nontransferable right, evidenced by the Subscription Form attached as 
Appendix A to this Prospectus, to purchase from Industries up to an aggregate of 
400,000 Shares of its Pinnacle Common Stock at the price of $1.15 per Share (the 
"Subscription Price"). Pursuant to this offer, each Record Holder is entitled to 
purchase up to 40% of the number of shares of Industries Common Stock owned 
by him on the Record Date, that is, two Shares of Pinnacle Common Stock for 
each five shtires of Industries Common Stock owned of record on the Record 
Date (the "Primary Subscription Right"). Record Holders should consult their 
personal stockbrokers or financial advisors in the event they are unable to 
ascertain the number of shares of Industries Common Stock owned by them as of 
the Record Date. Fractional Shares may not be subscribed for or purchased. To 
purchase Shares pursuant to the Primary Subscription Right, a Record Holder must 
complete and sign the Primary Subscription portion of the Subscription Form 
included in this Prospectus as Appendix A, and pay for the Shares subscribed for 
in current funds as described under "How to Subscribe." 

If all 400,000 Shares offered are not sold under the Primary 
Subscription Rights, such remaining Shares may be subscribed for by only those 
participants in the Primary Subscription Right who purchaised the maximum 
number of Shares to which they were entitled (the "Additional Subscription 
Right"), by completing the Additional Subscription portion of the Subscription 
Form in Appendix A. Under their Additional Subscription Rights, eligible Record 
Holders may purchase up to a maximum of the number of Shares they purchased 
under their Primary Subscription Rights. If more Shares are subscribed for under 
the Additional Subscription Rights than are available, each Record Holder will be 
entitled to purchase a pro rata pprtion of the Shares available, based upon his 
percentage ownership of outstanding Industries Common Stock on the Record 
Date. In such event. Industries will advise Record Holders who subscribed for 
Shares pursuant to their Additional Subscription Rights of the number of Shares 
they axe obligated to purchase under the Additional Subscription Rights as soon as 
reasonably practicable following the Expiration Date. Record Holders who 
subscribe for Shares under the Additional Subscription Rights may pay for up to 
one-half of the total purchase price for such Shares by delivery of a non-recourse 
three-year promissory note bearing interest at ten percent (10%) per annum (the 
"Note"), the form of which appears in Appendix B hereto. The Note and 



obligation to pay for the Additional Subscription Rights will be secured under a 
Collateral Assignment and Security Agreement in the form attached hereto as 
Appendix C by all Shares purchased by the MeJjer of the Note pursuant to his 
Additional Subscription Right under this offer. 

If, following subscriptions under the Additional Subscription Rights, any 
Shares remain unsold, such Shares may be offered, in Industries' sole discretion, 
to all Industries' Stockholders who participate in this offering and who notify 
Industries in writing on or before the Expiration Date that they would be 
interested in purchasing any remaining Shares, in proportion to their percentage 
ownership in Industries on the Record Date. Payment for up to one-half of the 
purchase price for such remaining Shares may be made by delivery of a Note on 
the terms of the Note in Appendix B. 

Some state laws cxjntain provisions which restrict or prohibit the sale of Pinnacle 
Conunon Stock pursuant to this offering including the states of California and Texas. 

Offer Expiration Date 

This offer will expire at 3:00 p.m. Mountain time on August 31, 1988 
(the "Expiration Date"), if not previously extended at the sole discretion of 
Industries. Mountain States Stock Transfer Agents, Inc. (the "Subscription 
Agent") must receive the Subscription Form, together with payment in full of the 
Subscription Price for all Shares purchased upon the exercise of Primtiry 
Subscription Rights, at 1777 South Harrison Street, Penthouse Suite P207, Denver, 
Colorado 80210, on or before the Expiration Date, except as otherwise noted 
below (see "How to Subscribe — Late Delivery of Subscription Forms"). No 
Primary Subscriptions received after the Expiration Date can be accepted. 

Plan of Solicitation 

The offer to the Record Holders will be made through Industries' 
officers, directors and employees and no commission or any form of remuneration 
in addition to their regular salaries will be paid to them for making the offer. 
In addition. Industries may retain broker/dealer firms to solicit subscriptions from 
Industries Stockholders for a fee of up to $7,500. After this Prospectus and the 
Subscription Form have been mailed to Record Holders, subscriptions may be 
solicited by the mails, telephone and personal contacts by officers, directors and 
other employees of Industries, or by any broker/dealer or other solicitation firms 
retained by Industries. 

HOW TO SUBSCRIBE 

Primary Subscription Rights 

A Subscription Form is included in the back of this Prospectus at 
Appendix A. To exercise their Primary Subscription Rights,' Record Holders should 
complete and sign the Subscription Form and mail or deliver it to the 
Subscription Agent, Mountain States Stock Transfer Agents, Inc., 1777 South 
Hsorison Street, Penthouse Suite P207, Denver, Colorado 80210, together with 
payment in fiill for all Shares for which the holder has subscribed pursuant to the 
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Primary Subscription Right. Personal checks will be accepted as payment. The 
payment and Subscription Form must be received by the Subscription Agent before 
3:00 p.m., Mountain Time, on the E3q>iration Date, unless such date is extended by 
Industries in its sole discretion. The rights evidenced by the Subscription Form 
may not be transferred. See "Payment and Other Matters" below. 

Additional Subscription Rights 

To be eligible to purchase Shares under the Additional Subscription 
Right, a Record Holder must subscribe for the maximum number of Shares 
available to him imder the Primary Subscription Right (that number of shares bf 
Pinnacle equal to 40% of the number of shares of Industries owned by the Record 
Holder as of the Record Date), and complete the Additional Subscription Rights 
portion of the Subscription Form at the time his Primary Subscription Right is 
exercised. A Record Holder may purchase imder the Additional Subscription Right 
up to a maximum of the number of Shares purchased under the Primary 
Subscription Right. A Record Holder may indicate on the Subscription Form that 
he desires to subscribe for a specified number of Shares which may be less than 
the maximum number to which such Record Holder is entitled. If more Shares are 
subscribed for pursuant to the Additional Subscription Rights than are then 
available, the total number of available Shares will be allocated pro rata among 
those exercising their Additional Subscription Rights in proportion to their 
percentage ownership in Industries on the Record Date. Any questions as to the 
allocation of Additional Subscription Rights will be determined by Industries 
within its sole discretion, and such decision will be binding upon all Record 
Holders. 

Promptly after making the allocation of additional Shares, Industries 
will notify each Record, Holder exercising Additional Subscription Rights of the 
number of Shares that such holder is thereby obligated to purchase. The 
Subscription Price for Shares purchased pursuant to the Additional Subscription 
Rights must be received by the Subscription Agent no later than 3:00 p.m. 
Mountain time on September 16, 1988, or, if the Expiration Date has been 
extended, within 20 business days after such extended date. 

If, following subscriptions under the Additional Subscription Rights, any 
Shares remain unsold, such Shares may, in Industries' sole discretion, be offered 
to any Industries Stockholders who participate in this offering and who notify 
Industries in writing on or before the Expiration Date that they would be 
interested in purchasing any remaining Shares, in proportion to their percentage 
ownership in Industries on the Record Date. Payment for up to one-half of the 
purchase price for such remaining Shares may be made by delivery of a Note on 
the terms of the Note in Appendix B. 

Payment and Other Matters 

The Primary Subscription Price must be received by the Subscription 
Agent no later than the Expiration Date. Full payment must be made by check, 
bank draft, wire transfer or postal or express money order payable in United 
States dollars to the order of "MOUNTAIN STATES STOCK TRANSFER AGENTS, 
INC." Payment of the current funds portion of the Additional Subscription Price 
must be made in the same manner and received by the Subscription Agent no 
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later than 3:00 p.m., Mountain Time, on September 16, 1988. If applicable, an 
executed Note representing the remaining portion of the Additional Subscription 
Price and an executed Collateral Assignment and Security Agreement must be 
delivered to the Subscription Agent at the same time as the payment of the cash 
portion of the Subscription Price. 

Once a Record Holder has exercised his Primary or Additional Subscrip­
tion Rights, the exercise is irrevocable. Subscriptions must be for full Shares 
only. If the Record Holder's payment is less than that required to purchase the 
number of Shares subscribed for. Industries will sell only the number of Shaxes 
for which payment is received. Certificates representing the Shares of Pinnacle's 
Common Stock will be issued as soon as practicable after receipt of payment 
therefor. 

The instructions on the Subscription Form should be read carefully and 
followed in det^l . The risk of deUvery of Subscription Forms and payments will 
be borne by the Record Holders and not by Industries. If the mail is used to 
exercise rights, it is recommended that insured, registered mail be used. Any 
questions or requests for assistance concerning the method of subscribing, or for 
additional copies of this Prospectus, should be directed to the Subscription Agent. 

All questions as to the validity, form, eligibility and acceptance of any 
exercise of rights will be determined by Industries. Industries may waive any 
irregularity or defect, permit any irregularity or defect to be corrected within 
such time as it may determine, or reject any subscription that it determines has 
not been made properly. 

Delivery of Subscription Forms and Payments 

Subscription Forms and payments of the Subscription Price should be 
mailed or delivered to the Subscription Agent at its address below: 

Mountain States Stock Transfer Agents, Inc. 
1777 South Harrison Street 

Penthouse Suite P207 
Denver, Colorado 80210 

Attention: Stacie Scott 

The Subscription Agent's telephone number is (303) 759-2441. 
Ms. Laura Sisneros or Ms. Stacie Scott will be available at that number to contact 
concerning questions or instructions in connection with this offer. 

Late Delivery of Subscription Forms 

If on or before the Expiration Date Industries receives the Subscription 
Price by wire transfer or otherwise together with a letter or telegram from a 
bank, trust company or member firm of the National Association of Securities 
Dealers, Inc. stating the name of the subscriber and the number of Shares 
subscribed for and guaranteeing the delivery of the executed Subscription Form 
within five business days of the Expiration Date, the subscription will be accepted 
subject to receipt of the duly executed Subscription Form within five business 
days. 
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Subscription Proceeds 

All funds received by the Subscription Agent from the exercise of 
rights will be held by the Subscription Agent imtil the Expiration Date. If the 
offering is cancelled or terminated for any reason, the Subscription Agent will 
return to each subscriber all funds held for his or her own account. No interest 
will be paid on funds returned due to cancellation of the offering or otherwise. 

Participation by Industries' Board of Directors 

All of the directors of Industries, including Ralph T. McElvenny, Jr., 
who is Chairman and Chief Executive Officer and a principal stockholder of both 
Industries and Pinnacle, have advised that they intend to purchase the maximum 
number of Shares available pursuant to their Primary Subscription Rights, and 
Mr. McElvenny has also advised that he intends to purchase the maximum number 
of Shares for which he may be eligible under the Additional Subscription Rights. 
Mr. McElvenny has further advised that he is likely to participate as an 
interested stockholder in the purchase of any unsold Shares. 

Determination of Subscription Price 

The Subscription Price has been determined by the Board of Directors 
of Industries based upon consideration of a number of factors, including (1) the 
bid and asked prices of the Pinnacle Conunon Stock; (2) Pinnacle's current 
financial position (including its earnings history and stockholders' equity); (3) the 
estimated price at which Record Holders would likely be willing to exercise their 
Subscription Rights; (4) the uncertainties regarding the oil and gas industry in 
general and Pinnacle s oil and gas exploration and development activities in 
particular; (5) the prices and discounts from market prices at which similar 
offerings have been effected; and (6) the non-transferable nature of the rights. 

Federal Income Tax Matters Relating to the Offering 

Pinnacle believes that the receipt of the right by the Industries 
Stockholders to purchase Pinnacle Common Stock pursuant to this offer should 
not give rise to federal income tax liability, because the right of an Industries 
Stockholder to acquire the Shares offered hereby is itself only of nominal or no 
monetary value in view of factors including the offering price and market price 
history of Pinnacle Common Stock; the non-transferability of the right; and the 
limited period during which the right is exercisable. However, if the right were 
deemed to be of more than merely nominal value. Industries has been advised that 
the fair market value of the right would be treated as a taxable dividend upon 
receipt to the extent that it is out of current or accumulated earnings and profits 
of Industries. Also, an Industries Stockholder's basis in his Industries Common 
Stock would be reduced by the value of the right received to the extent not 
treated as a ttixable dividend, and an Industries Stockholder who did not exercise 
his right could claim a short-term capital loss equsJ to the fair market value of 
such right. The exercise of a right should not be a taxable event for federal 
income tax purposes. However, all Industries Stockholders should consult their 
personal tax advisor to discuss the possible tax consequences of this offer. 
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Industries Stockholders whose payment for the purchase of additional 
Shares includes delivery of a Note pursuant to their Additional Subscription Rights 
should be aware that the interest paid on the Note may be of limited deductibility 
due to the investment interest limitations under the new federal tax laws. : 

USE OF PROCEEDS 

All of the Shares of Pinnacle Common Stcx:k offered hereby are being 
sold for the account of Industries and the prcKeeds will be used for general 
corporate purposes. If all of the shares offered hereby are purchased. Industries 
will net proceeds of approximately $420,000 after payment of an estimated $40,000 
in offering expenses. Pinnacle will not receive any of the proceeds of this 
offering. '-• ; 

PRICE RANGE OF PINNACLE COMMON STOCK 

Pinnacle Conmion Stock is traded in the over-the-counter market. The 
following table shows, for the calendar quarters indicated, the reported high and 
low bid quotations for Pinnacle Common Stock. Quotations are as reported by the 
National Association of Securities Dealers Automated Quotation System, the 
National Quotation Bureau or members of the National Association of Securities 
Dealers who maintain a market in Pinnacle's shares. Such quotations represent 
prices between dealers without retail markup, mark down or conunissions and do 
not necessarily represent actual transactions. The closing bid and asked prices on 
July 29, 1988, were $1,125 and $1,375, respectively. 

Quarter Ended High Low 

1988 

March 31 $1,375 $1,250 

June 30 1.250 1.063 

1987 

March 31 1.188 1.063 
June 30 1.375 1.188 
September 30 1.438 1.250 
December 31 , 1.375 1.250 
1986 

March 31 1.500 1.375 
June 30 1.500 1.375 
September 30 1.500 1.375 
December 31 1.375 1.250 
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BUSINESS OF PINNACLE 

The following is a brief description of the general business of Pinnacle 
and a summary of the activities of Pinnacle subsequent to the period covered by 
its Annual Report on Form 10-K for the year ended December 31, 1987. For a 
more complete deiscription of the business, properties and activities of Pinnacle, 
see Pinnacle's Annual Report on Form 10-K for the year ended December 31, 1987 
and the documents listed under "Incorporation of Certain Information by 
Reference." 

General 

Pinnacle, a publicly-owned oil and gas exploration and production 
company, owns slightly in excess of 50% of the shares of voting common stock of 
Regal Petroleum, Ltd., also a publicly-owned oil and gas company. At 
December 31, 1987, on a consolidated financial reporting basis. Pinnacle had cash 
and equivalent items in excess of $2,900,000 and no bank indebtedness. Due to 
lower product prices, Pinnacle wrote down the value of its oil and gas properties 
by $703,000 during 1986. However, Pinnacle's management believes that, in view 
of factors including Pinnacle's overall liquidity position and unused borrowing 
capacity, Pinnacle remains well positioned to pursue its corporate development 
objectives. Pinnacle's growth objectives include the use of Pinnacle Common 
Stock to acquire partnerships and corporations through mergers, exchange offers 
and similar transactions, while maintaining adequate liquidity for development or 
other needs and opportunities. 

Surnmary Financial Information. During 1987, Pinnacle increased its 
proved oil and gas reserves from the prior year-end report of December 31, 1986. 
Also at December 31, 1987, on a consolidated financial reporting basis. Pinnacle 
had total net cash and other current assets of approximately $3,500,000, and total 
current liabilities of approximately $697,118. Pinnacle's majority owned affiliate. 
Regal, is also publicly traded. Neither company has bank indebtedness. 

The} condensed consolidated balance sheet and consolidated statement of 
operations of Pinnacle at December 31, 1987, is as shown below. Additional 
information as to Pinnacle's reserves is set forth thereafter under "Summary 
Reserve Information." 
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C«iidaaa«d Coiwolid«t«d Bfcl»Be> Shaat. %t D*OMb«r 81, 108T 

Ckth and thert t«ra 
Accounts rec«iTable, net 
Not« r«c«lTKble-itoclcliolder 
Prepaid ezpencea tind other 

Total current 
aaaeta 

Oil and gaa properties 
Pipeline and equipnent 

Leaa accunulated 
depreciation and 
iapaiment reserre 

Net Property 
Coat in ezceaa of net 

asaeta acquired, net 

82,906,400 
416,689 
126,000 
66,196 

8.618.141 

4,847,862 
476.481 

4,828,848 

(2.469,8271 
2.854.616 

78,820 
86.946,477 

Accounts payable 
Accrued expenses 

Total current 
liabilities 

Minority interest - Segal 
Stockholders' equity 

• 607,678 
89,446 

697.118 

1,867,049 
8.892,810 

85.946.477 

Condensed Consolidated Statement of Operations 

Serenuesi 
Oil and gas production 
Interest incone 
Gain on sale of property and equipment 
Other 

Total rerenues 

Costs and expensesi 
Production costs 
Depreciation, depletion and aaortisation 
Ispaiment reserve on non-producing properties 
Inrentory raluation reserre 
Dry hole costs and abandonnents 
General and adainiatratiTe 
fritedovn of producing properties 
Aaortisation of cost in excess of net assets acquired 

Total costs and expenses 

Earnings (loss) froa operations 
Uinority interest in net loss of Segal Petroleun, Ltd. 

Net earnings (loss) 

Net earnings (loss) per coanon share (after preferred 
diridends of 820,000 in 1987 and 868,187 in 1986) 

Weighted average nunber of comaon 
shares outstanding 

The condensed consolidated financial statements should be read in conjunction vith Pinnacle'i 
Annual Seport on Fora 10-X incorporated herein by reference. 

Tselre Months Ended 
Deceaber 81. 

1987 

8 720,128 
264,680 
9,840 

46.016 

1.029.108 

482,862 
673,918 
80,292 

20,620 
842,222 

19.706 

2.019.019 

(989,911) 
208,960 

8 (786,961) 

8 (.86) 

2,888,222 

1988 

609,811 
885,880 
66,690 
21.710 

1,084.091 

478,786 
900,766 
88,977 
47,974 
264,290 

1,679,621 
708,000 

4.068.884 

(8,024,278) 
928,560 

(2,100.718) 

(1.12) 

1,987,615 
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Summary Reserve Information. Bradbury Engineering Group, Inc., 
Friendswoo^^ Texas, independent petroleum engineers, prepared the estimated 
reserve information for Pinnacle and Regal for the years ended December 31, 
1987 and 1986, showing estimated future revenues based on the prices in effect at 
the close of the respective fiscal years. 

The following table sets forth the estimated net quantities of proved and 
proved developed oil and gas reserves as of the indicated dates and prices then in 
effect: 

Prored Proved 
Seserres Developed Seserves 

As of Oil (Bbls) flas(ycf) Oil (Bbls) flaslHH?T 

Deceaber 81, 1987^ 166,601 1,160,190 148,961 968,806 
Deceaber 81, 1986^ 101,429 692,791 94,880 689,026 
Deceaber 81, 1986' 198,677 926,948 180,016 916,990 

Proved Seserves include 46,790 barrels and 286,622 Hcf and Proved Developed Seserves 
include 45,790 and 192,223 Kef of reserves attributable to the ainority interest in Segal 
Fetroleua, Ltd. 

Proved and Proved Developed Seserves include 41,616 barrels and 212,846 Ucf of reserves 
attributable to the ainority interest in Segal Petreleua, Ltd. 

Proved and Proved Developed Seserves include 66,786 barrels and 862,606 Ucf of reserves 
attributable to the ainority interest in Segal Petroleua, Ltd. 

Present Value of Estimated Future Net Revenues. The present value of 
estimated future net revenues of proved and proved developed reserves of the 
Company at the dates indicated below was computed according to SEC reporting 
requirements by discounting the aggregate estimated future net revenues by 10% 
per year. The present value is not believed to represent the fair market value of 
the reserves either as of the year end or as of the date hereof. 

Proved 
Proved Developed 

As of Seserves Seserves 

December 81, 1987|; 8 1,936,942 t 1,748,628 
Deceaber 81, 1986^ 1,818,760 1,280,469 
Deceaber 81, 1985' 8,691,742 8,495,489 

Includes the present value of estimated future net revenues of proved and proved developed 
reserves of 8507,810 and 8478,690, respectively, attributable to the minority interest in 
Segal Petroleum, Ltd. 

Includes the present value of estimated future net revenues of proved and proved developed 
reserves of 8460,850 attributable to the minority interest in Segal Petroleum, Ltd. 

Includes the present value of estimated future net revenues of proved and proved developed 
reserves of 81,068,215 attributable to the minority interest in Segal Petroleum. Ltd. 

Expansion Strategy. In July 1984, Pinnacle's newly elected management 
formulated the Plan, a general outline of objectives to guide the development bf 
the Company for the foreseeable future. The Plan provides generally that 
Pinnacle should expand primarily through corporate transactions, particularly 
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merger, acquisition, roll-up or like transactions. In seeking expansion under the 
Plan, management intends to preserve a sound fmancial position so as to enhance 
Pinnacle's choice of options and its flexibility in structuring imd participating in 
further transactions. Under the Plan, Pinnacle anticipates that it will emphasize 
growth through corporate transactions, rather than through "wildcat" or straight 
exploration drilling participations in a relatively limited number of exploration 
prospects. Pinnacle regularly reviews, participates in or manages development 
exploration and operations. As a general guideline, in order to spread exploration 
and development risks. Pinnacle seeks to limit its percentage participation in any 
single project to a range of from 25% to 50% of the total available participation. 

While expanding operations, Pinnacle intends to remain alert to corporate 
development opportunities and is regularly engaged in active discussions with 
candidates for potential business combinations. At this time no agreement has 
been reached with any such candidates; however, active investigation and 
discussions are continuing. Management believes that recent oil price volatility as 
well as the fragmented nature of the independent exploration industry, its 
generally depressed condition and other adverse factors may increase the variety 
and number of corporate transactions available to Pinnacle for review. 

Pursuant to the corporate development strategy envisioned in the Plan, 
principal treinssictions have been completed as discussed and summarized below: 

Regal Acquisitic)n. On September 25, 1985, PinReg Corporation ("PinReg"), 
a newly formed, wholly-owned Delaware subsidiary of the Compaoiy, purchased 
2,025,600 shares of Regal Petroleum, Ltd. ("Regal") common stcKk, par value $.01 
per share. Such shares were purchased for total consideration of $1,114,080 from 
nine Regal stockholders, and the Company agreed to purchase 4,996,585 shares of 
Regal common stock in a private placement. Through December 31, 1985, PinReg 
purchased 507,915 additional shares in open market and private tramsactions. As a 
result of these purchases PinReg owns 7,500,100 shares, or slightly in excess of 
50.0% of Regal's outstanding common stock. 

A plan for a business combination of Pinnacle and Regal has been 
discussed between each company's mamagement, although the structure and terms 
of such combination have not yet been resolved. Because of the uncertainty as to 
structure and terms. Pinnacle's management is unable to predict whether such 
combination will result in any dilution of Pinnacle's earnings per share or dilution 
in the book value of outstanding Pinnacle Common Stcx:k. 

Spur Acquisition. Pursuant to an agreement dated November 27, 1985, 
between PinSpur Corporation, a newly formed, wholly-owned Texas subsidiary of 
Pinnacle, and Spur Petroleum, Inc. ("Spur"), a privately held Texas corporation 
based in Amarillo, Texas, Pinnacle acquired by merger, all of the outstanding 
common stock of Spur on December 27, 1985. In that transaction. Spur 
stockholders were issued 176,415 unregistered shares of Pinnacle Common Stock. 
Spur owns working interests in producing oil and gas leases in Texas and 
Oklahoma as well as approximately 20,000 gross acres of undeveloped exploration 
leases in Deaf Smith County, Texas. 

Titan A.cquisition. On June 28, 1985, Pinnacle issued to Titan Wells, Inc., 
whose principal stockholder is Pinnacle's Chairman, 675,000 shares of Series A 
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Convertible Voting Preferred StcKk ("Series A Preferred Stcx:k"), together with 
warrants to purchase up to 200,000 shares of Pinnacle Common Stock through 
December 1990. In consideration of the issuance of such Series A Preferred Stock 
and the warrants. Pinnacle received from Titan $450,000 cash, working interests in 
various proved producing oil and gas properties and certain undeveloped leases in 
Michigan. In November 1987, Pinnacle redeemed all of the remaining Series A 
Preferred Stock outstanding for a net price of $436,500. 

V-Mc Acquisitic>n. On March 10, 1987, Pinnacle acquired V-Mc Operating 
Co. ("V-Mc"), an oil and gas operating company, under a Stock Purchase 
Agreement (the "V-Mc Agreement") by and among Pinnacle, and V-Mc's 
stockholders. Under the V-Mc Agreement, V-Mc became a wholly-owned 
subsidiary of Pinnacle and the former V-Mc stockholders received 100,000 
unregistered shares of Pinnacle Common Stock. 

In a separate transaction also effective as of March 10, 1987, Pinnacle 
(through a wholly-owned subsidiary) acquired various producing oil and gas 
working interests from V-Mc's former stockholders and certain related parties in 
exchange for an aggregate of 58,569 unregistered shares of Pinnacle Common 
Stock. 

Centennial Acquisition. During April 1987, Pinnacle (through a wholly-
owned subsidiary) acquired certain privately held oil and gas working interests 
owned by Centennial 2nd 1981 Drilling Program, Centeimial 3rd 1981 Drilling 
Program, Centennial 1st 1982 Drilling Program, Centennial 2nd 1982 Drilling 
Program, and Centennial 1st 1983 Drilling Program (together, the "Centennial 
Partnerships"). Centennial Petroleum Company, a California partnership, acted as 
general partner (the "General Partner") for all of the Centennial Partnerships, and 
Mr. John C. Rooerts served as the sole general partner of the General Partner. 
The subject oil and gas working .interests acquired by Pinnacle are legated in 
Oklahoma, Kansas, Wyoming and New York. Under terms of the acquisition, the 
Centennial Partnerships received as consideration in exchange for the working 
interests conveyed to Pinnacle an aggregate of 148,983 unregistered shares of 
Pinnacle Common Stock. 

Acquisition of Working Interests in New York State. Effective 
September 1, 1987, Pinnacle and Regal acquired, respectively, certain working 
interests in shallow gas properties located in western New York State. The 
interests were purchased from the Phelps Dodge Corporation for cash 
consideration of $229,500. 

Transactions with Management 

Future loans to Pinnacle's officers, affiliates and/or shareholders will be 
approved by a majority of the disinterested directors and transactions with 
affiliates will be on terms no less favorable than could be obtained from 
unaffiliated parties. 
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DESCRIPTION OF PINNACLE COMMON STOCK 

Pinnacle has outstanding Common Stock and Class B Common Stock, and 
warrants and options to purchase Common Stock or Class B Common Stock. 

Pinnacle Common Stock (the class of shares being offered by this 
Prospectus) has all of the voting and other rights customary for common stock, 
except that it is entitled to vote on the election of only a minority of the Board 
of Directors, in which the Pinnacle Common Stock votes share-for-share with the 
Class B Common Stock. The Class B Common Stock has the right, voting as a 
separate class, to elect a simple majority of the Board of Directors, and to vote 
as a separate class on certain other major corporate transactions, such as mergers 
or liquidations. A majority of the Class B Common Stock is owned by Pinnacle's 
management. Pinnacle Common Stock also votes share-for-share with the Class B 
Common Stock on all other matters. 

ADDITIONAL INFORMATION 

Pinnacle has filed with the Securities and Exchange Commission, 450 Fifth 
Street N.W,, Washington, D.C. 20549, a Registration Statement under the Act with 
respect to the Shares offered hereby. This Prospectus does not contain all of the 
information set forth in the Registration Statement and the exhibits and schedules 
thereto. For further information with respect to Pinnacle and the Shares, 
reference is hereby made to such Registration Statement, exhibits and schedules. 

LEGAL OPINION 

Certain legal matters in respect of the Shares offered hereby will be 
passed upon for Pinnacle by Davis, Graham & Stubbs, 370 Seventeenth Street, 
Denver, Colorado 80202. 

EXPERTS 

The consolidated financial statements and related financial statement 
schedules in Pinnacle's Annual Report on Form 10-K for the year ended 
December 31, 1987, have been examined by Ccxjpers & Lybrand, independent 
certified public accountants, as set forth in their report dated March 25, 1988, 
and are incorporated herein by reference in reliance upon the authority of said 
firm as experts in auditing and accounting. 

The summary reserve information relating to the Company's oil and gas 
reserves presented under the heading "Business of Pinnacle - General - Summary 
Reserve Laformation" was derived from the report on Estimate of Proved Reserves 
Attributable to Pinnacle Petroleum, Inc., prepared by Bradbury Engineering Group, 
Inc., Friendswood, Texas, dated as of January 1, 1988, and is included herein in 
reliance upon the authority of said firm as experts in petroleum engineering. 
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INSTRUCTIONS ON 
HOW TO SUBSCRIBE 

PRIMARY SUBSCRIPTION RIGHTS 

• Total of 400,000 shares of Pinnacle Common Stock available. 

• Each Record Holder may purchase a maximum of up to that number of Shares of Pinnacle 
Common Stock equal to 40% of the number of shares of Industries Common Stock he owned 
as of July 20, 1988 (that is, 2 shares of Pinnacle for every 5 shares of Industries). 

• Indicate number of Shares desired on the Primary Subscription Form and amount to be paid 
(at $1.15 per share). 

• Payment for all Shares purchased under the Primary Subscription Rights must be in cash and 
must be received with the Primary Subscription Form on or before August 31, 1988. 

ADDITIONAL SUBSCRIPTION RIGHTS 

• Available only to Record Holders who purchased the maximum number of Shares of Pinnacle 
Common Stock available to them under the Primary Subscription Rights. 

• At time of filling out the Primary Subscription Form, indicate the number of Shares desired 
on the Additional Subscription Form, up to a maximum of the number of Shares purchased 
under the Primary Subscription Rights. 

• Record Holders who subscribe for Shares under the Additional Subscription Rights will be 
advised as soon as practicable following the Expiration Date of the number of Shares they are 
obligated to purchase under the Additional Subscription Rights and the amount of payment 
required. 

• Record Holders who subscribe for Shares under the Additional Subscription Right may 
deliver a Note in payment for up to one-half of the purchase price of such Shares. Alterna­
tively, full cash payment will be accepted. 

• If more Shares are subscribed for than are available, available Shares will be allocated among 
subscribers pro rata based on their percentage ownership of Industries on July 20, 1988. 

• Payment for all Shares purchased under the Additional Subscription Right must be received 
on or before September 16, 1988. 

UNSOLD SHARES 

• Industries may offer to interested stockholders any Shares remaining unsold following sub­
scriptions under the Additional Subscription Rights. 

• Industries Stockholders who would be interested in purchasing any such unsold Shares should 
so notify Industries in writing on or before August 31, 1988. 

• Payment for up to one-half of the purchase price of any such remaining Shares may be made 
by delivery of a Note. 

GENERAL INFORMATION 

• All Subscription Forms and payments should be mailed to: 

Mountain States Stock Transfer Agents, Inc. 
1777 South Harrison Street 
Penthouse Suite P207 
Denver, Colorado 80210 
Attn: Ms. Stacie Scott 

• Subscriptions constitute legally binding obligations to purchase all Shares subscribed for 
under Primary and Additional Subscription Rights. 



Appendix A 

USR INDUSTRIES, INC. 
Subscription Form for Shares 
of Pinnacle Petroleum, Inc. 

Name of Subscriber and 
number of Shares of USR Industries, Inc. 
owned by Subscriber as of 
Record Date: 

The Subscriber named above hereby subscribes from USR Industries, 
Inc., as a Primary Subscription Right, for the number of shares of Common Stock 
of Pinnacle Petroleum, Inc. noted below at a purchase price of $1.15 per share. 
Additionally, the Subscriber hereby subscribes from USR Industries, Inc. for the 
number of additional shares of Common Stock noted below, as an Additional 
Subscription Right, upon the terms and subject to the conditions specified in the 
Prospectus relating to the shares offered. 

Share certificates will be mailed as soon as practicable after 
subscription. No frax:tional shares may be subscribed for or purchased. 

PRIMARY SUBSCRIPTION 

(Each Stockholder of USR Industries, Inc. is entitled to purchase 
up to two shares of Pinnacle Petroleum, Inc. Common Stock 

for each five shares of USR Industries 
Common Stock he holds of record on July 20, 1988) 

Number of shiu-es subscribed 
to pursuant to Primary 
Subscription Right: 

Subscription Price enclosed ($1.15 per share 
times number of shares subscribed for): 

(Make payable to "Mountain States Stock Transfer Agents, Inc.") 
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ADDITIONAL SUBSCRIPTION 

(Stockholders who subscribed for all Shares available to them under 
their Primary Subscription Right may subscribe for a portion of the 

additional Shares, if any, which are not subscribed for by the exercise of 
Primary Subscription Rights, up to a maximum of the number of 

Shares subscribed by them for under their Primary Subscription Right.) 

Number of shares subscribed 
to pursuant to Additional 
Subscription Right: Shares 

Payment. You will be notified promptly after the Expiration Date of 
the number of additional shares you are obligated to purchase under your 
Additional Subscription Right. All Shares subscribed for pursuant to the 
Additional Subscription Right must be paid for on or before September 16, 1988, 
by delivery to Mountain States Stock Transfer Agents of the payment of current 
funds and Note (if applicable) constituting the Additional Subscription Price. 
Checks should be made payable to "Mountain States Stock Transfer Agents, Inc." 
with simultaneous delivery to Mountain States of an executed Note and Collateral 
Assignment and Security Agreement, if applicable. 

BY EXECUTING BELOW, THE UNDERSIGNED INTENDS TO 
BECOME LEGALLY BOUND TO PURCHASE THE SHARES 

SUBSCRIBED FOR ON THIS FORM. 

Subscriber's Signature: 

Joint Signature (if applicable):_ 

Social Security or Tax I.D. No. 

Address (including 
zip code) 

Telephone Number: 

MAIL TO: MOUNTAIN STATES STOCK TRANSFER AGENTS, INC. 
Penthouse Suite P207 
1777 South Harrison Street 
Denver, Colorado 80210 
Attention: Stacie Scott 

NOTE: PAYMENTS FOR SHARES PURCHASED UNDER 
PRIMARY SUBSCRIPTION RIGHTS HEREUNDER MUST BE RECEIVED 
PRIOR TO AUGUST 31, 1988, UNLESS THE OFFERING DEADLINE IS 

EXTENDED. THE RIGHTS REPRESENTED BY THIS FORM ARE NOT TRANSFERABLE. 
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Appendix B 

PROMISSORY NOTE 

$ Dated this day of , 1988. 

FOR VALUE RECEIVED, the undersigned, • (the 
"Maker"), hereby promises to pay to the order of USR Industries, Inc., a Delaware 
corporation (the "Payee"), at the principal office of the Payee in Houston, Texas, 
on , 1991, the principal amount of 
Dollars (I ). The outstanding balance of this Note shall bear simple 
interest at 10% per annum commencing on the date of this Note, and accrued 
interest shall be payable on the first, second and third anniversaries of the date 
hereof. 

1. This Note is secured by certain of the Maker's shares of Common 
Stock, $.01 par value, of Pinnacle Petroleum, Inc. purchased by Maker from Payee 
(the "Shares"), pursujint to a Collateral Assignment and Security Agreement of even 
date herewith, which security interest may be, but is not required to be, perfected 
by the Payee by taking into its possession the certificates representing such 
Shares. 

2. This Note may be prepaid at any time without penalty. 

3. If Maker fails to pay any amount that he is required to pay under 
this Note on or before the date when such amount is due and payable, he shall be 
deemed to be in default hereunder. Upon such a default, the full amount of the 
outstanding balance of this Note and all interest jw;crued thereon shall become 
immediately due and payable and shall bear simple interest at 18% per annum from 
the date of default until the date of payment in full of all amounts due and owing 
under this Note. Upon any such default not cured within the sixty (60) days from 
notice thereof, the Payee shall have: 

(i) all of the rights granted to it under the Collateral Assignment 
and Security Agreement executed by Maker in connection with his purchase of the 
Shares from the Payee; 

(ii) the right to sell the Shares of the Maker at public or private 
sale, in which event the Maker shall be liable to Payee for the amount in default 
hereunder, plus interest and all costs and expenses of collection, foreclosure and 
sale, including, without limitation, reasonable attorneys' fees; and 

(iii) the right to require the Maker to unconditionally and 
irrevocably assign all of his Shares to any person or entities selected by the 
Payee, which persons or entities may include those related to or affiliated with the 
Payee. 

4. The Maker hereby assents and agrees to any extension of time with 
respect to any payment due under this Note, to any partial payments, to any 
substitution or release of collateral, and to the addition or release of any party 
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liable hereon, before, at or after maturity, and such consent shall not release, 
alter, or diminish the liability of the Maker under this Note. 

5. There shall be no personal liability to Maker to pay the 
indebtedness evidenced by this Note or for the performance of any of the terms, 
conditions or covenants expressed herein or in the Collateral Assignment and 
Security Agreement pursuant to which this Note' is secured; provided, however, that 
ih the event of default hereunder or under the Collateral Assignment and Security 
Agreement, recourse shall be had only against the Collateral (as defined in -the 
Collateral Assignment and Security Agreement), and in any action or proceeding 
brought on this Note or under the Collateral Assignment and Security Agreement, 
no deficiency or other money judgment shall be sought or obtained, and no cause 
of action shall lie, against Maker whether or not he is personally liable. It is 
further understood and agreed, however, that nothing contained in this paragraph 
shall in any manner or way affect or impair fi) the existence of the nonrecourse 
indebtedness evidenced by this Note; (ii) the eniorceability of the lien and security 
interest created by the Collateral Assignment and Security Agreement; or (iii) the 
right to name Maker as a defendant in any action instituted solely to foreclose the 
lien created by the Collateral Assignment and Security Agreement and divest Maker 
of title to the Collateral. 

6. This Note is non-negotiable. 

Name(8) of Maker ~ Signature(s) of Maker 
(Please Print or Type) 
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Appendix C 

COLLATERAL ASSIGNMENT AND SECURITY AGREEMENT 

THIS COLLATERAL ASSIGNMENT AND SECURITY AGREEMENT is 
entered into this - day of , 1988 between __^__^ 
(the "Assignor") and USR Industries, Inc., a Delaware corporation ("Industries"). 

RECITAL: 

Either prior to or simultaneously with the execution hereof, the Assignor 
has executed a Subscription Form, pursuant to which the Assignor has subscribed 
pursuant to his Additional Subscription Rights to purchase from Industries 

(insert total number of shares purchased under Additional 
Subscription Rights) shares of the Common Stock, $.01 par value, of Pinnacle 
Petroleum, Inc. (the "Shares"). In addition to the Subscription Form, the Assignor 
has executed a promissory note (the "Note") in favor of Industries to pay the 
purchase price of some of the Snares. The Assignor is required to assign as 
collateral (as hereafter defined) to or for the benefit of Industries (hereinafter 
sometimes referred to as the "Assignee") the Shares purchased by Assignor from 
Industries to secure payment on the Note made by the Assignor. 

Accordingly, for good and valuable consideration, the receipt iand 
sufficiency of which is hereby acknowledged, the parties agree as follows: 

1. Assignment. The Assignor hereby assigns, transfers and sets over 
to the Assignee all of the Assignor's Shares (the "Collateral"). The assignment, 
transfer and setting over of the Collateral (exclusive of the right of Assignee to 
vote the Shares) is being undertaken by the Assignor to provide security for the 
performance of all terms, conditions and covenants expressed in the Note and this 
Collateral Assignment and Security Agreement. 

2. Warranties and Covenants. The Assignor hereby represents, 
warrants and covenants that now and at the time of acceptance of his subscription 
for Shares, except for the assigrmient made hereby, he is the owner of the 
Collateral free and clear of any lien, security interest or other encumbrance and 
will not permit the same to be placed upon the Collateral or permit the Collateral 
to be attached or replevied; and that the Assignor will not sell, transfer, assign or 
dispose of all or any part of the Collateral or any interest therein; and that 
Assignor will pay all taxes and assessments of every nature or kind which may be 
levied or assessed against the Collateral. 

3. Events of Default. The Assignor shall be in default hereunder upon 
the occurrence of amy of the following events or conditions which shall not have 
been cured within sixty (60) days of notice thereof: 
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(a) default in the performance of any obligation contained herein 
or default in the payment or performance of any obligation set forth in the Note; 

(b) the sale, assignment, transfer or encumbrance of any of the 
Collateral by the Assignor or the making of any levies, seizures or attachments 
thereof; or 

(c) the insolvency or business failure or the eissignment for the 
benefit of creditors or the commencement of any proceeding under any bankruptcy 
sict or insolvency law by the Assignor. 

So long as there is no default by the Assignor, the Assignor may receive 
all dividends paid on the Shares and may exercise his voting and other rights 
under the Shares, and no such action by the Assignor shall be considered a default 
hereunder. 

4. Effect of Default. Upon default hereunder and at any time 
thereafter, all distributions of any kind or nature to which Assignor is entitled 
with respect to the Shares shall belong to and be paid to the Assignee, as its 
interest may appear, to. be applied against the indebtedness to the Assignee secured 
hereby. The Assignee will also, upon any default, have the following rights: 

(a) the remedies of a secured party under the Uniform Commercial 
Code to the extent adopted in the State of Texas at V.T.C.A., Bus. & C. § 1-101, 
et seq., and such other provisions of Texas law as may now be or hereafter 
become applicable, and the right to foreclose, sell and dispose of the Collateral in 
accordance with the provisions thereof. The Assignee will give the Assignor 
reasonable notice of the time and place of any public sale of the Collateral or of 
the time after which any private sale of the Collateral or any other intended 
disposition thereof is to be made. The requirement of reasonable notice set forth 
above shall be met if such notice is mailed postage prepaid, return receipt 
requested and sent to the address of the Assignor identified below at least ten (10) 
calendar days before the time of the sale or disposition. The Assignor hereby 
acknowledges and agrees that any such public or private sale by the Assignee shall 
be deemed to be a transaction executed by a bona fide pledgee without any 
purpose of evading any applicable securities law. The proceeds of disposition of 
the Collateral shall be applied first to the reasonable expenses of taking 
possession, holding, preparing for sale and selling the Collateral, second, to the 
indebtedness secured hereby and the remainder, if any, shall be paid to the 
Assignor; 

(b) the right to require the Assignor, provided his default shall 
not have been cured within sixty (60) days of notice of such default, to 
unconditionally and irrevocably assign his Shares to any person or entities selected 
by the Assignee, which persons or entities may include those related to or 
affiliated with the Assignee; provided, however, that if the value of the Shares 
assigned exceeds the reasonable expenses of taking possession, holding and 
assigning such Shaures amd the indebtedness secured hereby, the Assignee shall pay 
over to the Assignor an amount equal to such excess in accordance with Texas 
law. For purposes of this Section 4(b), the value of the Shares assigned shall be 
deemed to be the last sale price reported for the Common Stock of Pinnacle 
Petroleum, Inc. by the principal exchange on which such stock is traded, at the 
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close of trading on the last trading day immediately preceding such assignment, or 
if unavailable, then the last bid price reported as of such date by the National 
Association of Securities Dealers Automated Quotation System or by members of 
the National Association of Securities Dealers who maintain a market in such 
stock. The Assignor hereby grants to the Chief Executive Officer or Secretary of 
the Assignee an irrevocable special power of attorney, coupled with am interest, to 
take on behalf of the Assignor all auctions necessary to transfer such Shares to 
such persons or entities as shall be entitled to acquire his Shaures in accordaince 
with the provisions of this Section 4(b). 

5. Nonrecourse Debt. There shall be no personal liability to Assignor 
to pay the indebtedness evidenced by the Note, or for the performance of any of 
the terms, conditions or covenants expressed in the Note or this Collateral 
Assignment and Security Agreement; provided, however, in the event of default 
hereunder or under the Note, recourse shall be had only against the Collateral, and 
in any action or proceeding brought hereunder or on the Note, no deficiency or 
other money judgment shall be sought or obtained, and no cause of action shall lie 
against Assignor whether or not he or she is personally liable. It is further 
understood and agreed, however, that nothing contained in this paragraph shall in 
any manner or way affect or impair (i) the existence of the nonrecourse 
indebtedness evidenced by the Note; (ii) the enforceability of the lien and security 
interest created hereby; or (iii) the right to name Assignor as a defendamt in amy 
action instituted solely to foreclose the lien created hereby aind divest Assignor of 
title to the Collateral. 

6. No Implied Waiver. No waiver by the Assignee of any default shall 
operate as a waiver of any other default or of the same default on a future 
occasion. All rights of the Assignee hereunder will inure to the benefit of its 
respective successors and assigns and all promises and duties of the Assignor shall 
bind his heirs, executors, administrators, successors and assigns. 

7. Governing Law. This Agreement shall be governed by and 
construed and interpreted in accordamce with Texas law. 

SIGNED as of the date first above written. 

ASSIGNOR: (purchaser(s)) 

ASSIGNEE: 

USR INDUSTRIES, INC. 

By: 
Chief Executive Officer 
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No person is authorized in connection with 
an offering made hereby to give any infonnation 
or to make any representation other than as con­
tained in this Prospectus and, if given or made, 
such information or representation must not be 
relied upon as having been authorized by the 
Company or by any underwriter. This Prospectus 
does not constitute an offer to sell or a solicita­
tion of an offer to buy, by any person in any 
jurisdiction in which it is unlawful for such per­
son to make such an offer or solicitation. Neither 
the delivery of this Prospectus nor any sale made 
hereunder shall under any circumstances create 
any implication that the infonnation contained 
herein is correct as of any time subsequent to the 
date hereof. 

400,000 Shares 

Pinnacle Petroleum, Inc. 

Common Stock 

TABLE OF CONTENTS 

Page 

Available Information i 

Incorporation of Certain Information 

by Reference i 

Information About Selling Stockholder 1 

Risk Factors 1 

The Offering 5 

How to Subscribe 6 

Use of Proceeds 10 

Price Range of Pinnacle Common 

Stock 10 

Business of Pinnacle 11 

Description of Pinnacle Common Stock 16 

Additional Information 16 

Legal Opinion 16 

Experts 16 

PROSPECTUS 
August 3, 1988 



USR INDUSTRIES, INC. 

Report to Stockholders 

1987 

^CTTX-Oo^ 



' ^ 

/ 

6u...:ra and Directors of v 
USR Indastries, Inc 

ANTHONY N. CIALONE 

RALPH T. McELVENNY, JR. 

STEPHEN C. MILLER 

JODY C. WELBORN 

CHARLES R. WHITE 

Principal Occnpation~^ or Employment 

President bf AeroPanel Corporation 

Chief Executive Officer of the Company; 
Chairman of Pinnacle Petroleum, Inc. 

Principal Accounting Officer 
, of the Company 

Secretary of the Company 

President of Isolite Corporation 

Transfer Agent and Registrar 
MOUNTAIN STATES TRANSFER AGENTS, INC 
DENVER, COLORADO 

Special Counsel 
HANNOCH WEISMAN 
ROSELAND,,NEW JERSEY 

General Counsel 
DAVIS GRAHAM & STUBBS 
DENVER, COLORADO 

Auditors 
COOPERS & LYBRAND 
HOUSTON, TEXAS 

Corporate Headquarters 
550 POST OAK BOULEVARD 
SUITE 545 
HOUSTON, TEXAS 77027 



DEAR FELLOW STOCKHOLDERS: 

USR Industries, Inc. (the "Company") is a diversified holding company with interests in the real estate 
and natural resources sectors. Despite areas of strength the Company's overall operations remain subject to 
significant contingencies beyond your management's control. 

Litigation 

The so-called "environmental" litigation remains the most significant contingency overhanging your 
Company. In that litigation claims are being asserted today which stem from events many years ago in the 
era of World War I. The allegations involve complex issues of law and speculation as to distant events. 
Indeed, most claims relate back to times before stockholders or members of the Company's management 
team were even bom. 

Unfortunately, our jury trial system provides strong financial incentives which encourage lawyers to 
assert grandiose claims. Such claims often use today's knowledge, recently enacted legislation or recent 
"judge made" law to attack practices which were widely accepted in earlier years. As a result, an 
inflammatory atmosphere has infected our tort law and created a national crisis in the insurance industry. 
Legislatures of several states have reformed their tort laws to restrict excessive claims. However, most 
states still allow lawyers who have huge personal financial stakes in their own cases to assert any amount of 
"damages" they desire. Your Company's experience reflects these dangerous trends. 

Also during recent years, the precipitous declines of oil and gas prices have reduced the current value 
of your Company's ownership interest in the natural resources sector, the common stock of Pinnacle 
Petroleum, Inc. 

Defense Agreement. Effective response to the environmental litigation was made possible by a 
Defense Agreement negotiated with five primary insurance companies. Under the Defense Agreement, 
which was executed in 1985, the insurers agreed to pay significant costs for defense of the litigation, while 
reserving the absolute right to deny liability on the underlying claims. However, substantial direct and 
indirect costs are not covered under the Defense Agreement, and these continue to burden your Company's 
financial and management resources. 

No prediction can be made as to the final outcome of these complex legal matters. The Company's 
defense is dependent upon continued assistance from the insurers. An insurer's refusal to continue 
assistance—or a final judgment unfavorable to the Company—could lead lo reorganization of your 
Company under the bankruptcy statutes. Your management is "cautiously optimistic" that the insurers 
will continue to provide assistance for the Company's defense. While the total amount of insurance 
coverage appears substantial, if any final judgment is entered against your Company on one of the 
underlying claims the insurance carriers may deny that their policies cover those claims. Further costly 
litigation might then be required to determine whether coverage is in place and, if so, in what amounts. 

Real Estate Sector 

During late 1987 your Company established an ownership interest in the real estate sector by 
purchasing a majority interest in a commercial office building in Houston, Texas. Purchase of the property, 
formerly owned by a German national, adds approximately $3 million of real estate assets to your 
Company's consolidated balance sheet. To finance the purchase the Company formed a limited partner­
ship and obtained additional funds through contributions and loans from the limited partners. A wholly 
owned real estate subsidiary of your Company serves as initial general partner of the partnership and 
manages the building on a standard fee basis. In recent years Houston real estate has received widespread 
negative publicity. However, the property—which is located in an attractive parklike setting on Houston's 
west side, and is over seventy percent leased—is felt to offer attractive potential for the future. Accord­
ingly, the purchase meets the acquisition criteria previously established by management for the real estate 
sector. 

Natural Resources Sector 

Your Company holds an ownership interest in the natural resources sector through the common stock 
of Pinnacle Petroleum, Inc., an independent, publicly owned oil and gas exploration and production 
company. In the accompanying income statements, the Company's ownership of Pinnacle common stock 



is accounted for under the equity method. Under the equity method the Company's income statement 
reflects its pro rata share of Pinnacle's operating results. In recent years virtually all independent oil and 
gas companies, including Pinnacle, have been adversely affected by the unprecedented declines in oil and 
gas prices. On the other hand, the industry downturn has provided opportunities to expand through 
acquisitions, mergers or other corporate transactions. Pinnacle's management has stated that Pinnacle is 
seeking additional corporate transactions. 

Rights Offering. In order to strengthen liquidity and increase flexibility, the Company plans to offer 
stockholders the right to purchase a part of the Company's ownership position in Pinnacle common stock. 
Shares of Pinnacle common stock will be offered on a pro rata basis to all stockholders of the Company. 

Asset Redeployment 

Having completed its initial purchase in the real estate sector, your Company's program to redeploy 
assets out of small manufacturing and into the real estate and natural resources sectors is essentially 
complete. Active consideration is being given to the sale of the small remaining manufacturing line, which 
accounts for only approximately 3% of the Company's consolidated assets. Proceeds of such sale would be 
applied primarily to reduce indebtedness and to augment the Company's liquidity position. 

Management believes that the ownership interests in core sectors established under your Company's 
Plan of Asset Redeployment continue to offer attractive upside potential over the longer term. While the 
Company's ownership commitments are felt to have been well considered and carefully executed, of course 
neither the real estate nor natural resources sectors are immune from "macro" economic trends. For 
example, while real estate and natural resources are considered to offer a hedge against inflation, currently 
our domestic economy is not inflationary. The Company's strategic plan projects that Congress will 
continue to authorize government expenditures greatly in excess of income, and that in time a macro trend 
towards inflation will resume. 

In Closing 

Management remains deeply troubled by the withering litigation affecting USR Industries, Inc. On the 
other hand, your Company can look to several areas of relative strength which offer potential for the future. 

On behalf of your Board of Directors I wish to extend thanks and appreciation to the many 
stockholders, talented outside professionals and friends of the Company for their efforts and support. 

Respectfully submitted, 

Ralph T. McElvenny, Jr. 
Chief Executive Officer 

April 22, 1988 



USR INDUSTRIES, INC. 

CONSOLIDATED BALANCE SHEETS 

ASSETS 
Current assets: 

Cash and equivalents 
Accounts receivable: 

Trade 
Pension termination 
Other 

Inventories 
Note receivable-current portion 
Common stock held for sale—Pinnacle Petroleum, Inc. 
Prepaid expenses and other 

Total current assets 

Ownership of common stock—Pinnacle Petroleum, Inc. 
Note receivable—Purchasing Corporations 

Property, plant and equipment, at cost 
Less accumulated depreciation 

Other assets 

LIABILITIES AND STOCKHOLDERS' EQUITY 
Current liabilities: 

Notes payable and current maturities of long-term debt 
Accounts payable 
Accrued expenses 

Total current liabilities 

Other long-term liabilities 
Deferred income 
Long-term debt 
Long-term obligation under capital lease 
Minority interest—Partnership 
Commitments and contingencies 
Stockholders' equity: 

Common stock, par value $1; 3,500,000 shares authorized; 
issued and outstanding 994,655 shares at December 31, 1987 
and 995,655 shares at I 

Additional paid-in capital 
Retained earnings 

Total stockholders' equity 

December 31, 
1987 

$ 81,646 

69,139 

21,185 

27,239 

8,860 

500,000 

5,999 

December 31, 
1986 

56,079 

60,700 
690,000 

4,543 
19,399 
8,185 

3,556 

714,068 

1,138,234 
474,762 

4,610,576 
(1,214,992) 

3,395,584 

111,547 

$ 5,834,195 

842,462 

2,139,086 
461,627 

1,688,390 
(1,153,095) 

535,295 

88,868 

4,067,338 

$ 216,055 
394,040 
144,636 

754,731 

28,422 
— 

2,005,957 
62,822 

369,123 

230,000 
214,410 
136,476 

580,886 

— 

34,679 
— 

63,515 
— 

ember 31, 1986 

equity 

See Notes to Consolidated Financial Statements 
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994,655 
365,461 

1,253,024 

2,613,140 

$5,834,195 

995,655 
366,011 

2,026,592 

3,388,258 

4,067,338 



USR INDUSTRIES, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

Years Ended December 31, 

Revenues: 
Net sales 
Interest income 
Rental income, net 
Other income 

Total revenues 

Costs and expenses: 
Cost of sales 
Selling, general and administrative expenses 
Depreciation and amortization 
Interest expense 

Total costs and expenses 

Gain (loss) on pension termination 
Gain (loss) on sale of assets 
Gain (loss) on sale of slock 
Market value writedown of common stock— 

Pinnacle Petroleum, Inc. 
Minority interest in net loss of Partnership 
Equity in nel earnings (loss) of Pinnacle Petroleum, Inc. 

Earnings (loss) from continuing operations 
Discontinued operations: 

Earnings (loss) from operations of discontinued businesses 

Net earnings (loss) 

Earnings (loss) per share: 
Earnings (loss) from continuing operations 
Earnings (loss) from discontinued operations 

Net earnings (loss) 

Weighted average number of common shares and common share 
equivalents 

1987 

$ 367,446 

61,517 

82,827 

61,505 

573,295 

140,171 

579,822 

81,561 

46,823 

848,377 

10,323 

5,000 

— 

(192,000) 

30,877 

(352,686) 

(773,568) 

_ 

$(773,568) 

$ (.78) 
— 

$ (.78) 

994,954 

1986 

337,631 

54,712 

67,500 

30,488 

490,331 

186,637 

462,417 

86,510 

23,891 

759,455 

690,000 

(5,690) 

— 

— 

— 

(1,110,654) 

(695,468) 

_— 

(695,468) 

(.69) 
— 

(.69) 

1,006,776 

1985 

246,411 

61,844 

10,642 

39,929-

358,826 

139,132 

342,710 

99,755 

40,025 

621,622 

— 

— 

(67,905) 

— 

— 

(207,653) 

(538,354) 

(19,057) 

(557,411) 

(.52) 

(.02) 

(.54) 

1,024,586 

See Notes lo Consolidated Financial Statements 

4 



V . ••, 

USR INDUSTRIES, INC. 
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

Balance at December 31, 1984 

Net earnings (loss) 

Issuance of common stock for 
exercise of option 

Treasury stock acquisitions 
(par value method) 

Balance at December 31, 1985 

Net earnings (loss) 

Treasury stock acquisitions 
(par value method) 

Balance at December 31, 1986 

Net earnings (loss) 

Treasury stock acquisitions 
(par value method) 

Balance at December 31, 1987 

Common Stocli 
Shares 

1,017,650 

— 

30,000 

(23,989) 

1,023,661 

— 

(28,006) 

995,655 

— 

(1,000) 

994,655 

Amount 

$1,017,650 

• — 

30,000 

(23,989) 

1,023,661 

— 

(28,006) 

995,655 

— 

(1,000) 

$ 994,655 

Additional 
Paid-in 
CapiUl 

$407,217 

1 

48,600 

(38,726) 

417,091 

— 

(51,080) 

366,011 

— 

(550) 

$365,461 

Retained 
Earnings 

$3,279,471 

(557,411) 

— • • 

2,722,060 

(695,468) 

2,026,592 

(773,568) 

$1,253,024 

Total 
Stockholders' 

Equity 

$4,704,338 

(557,411) 

: 78,600 

(62,715) 

4,162,812 

(695,468) 

(79,086) 

3,388,258 

(773,568) 

(1,550) 

$2,613,140 

See Notes to Consolidated Financial Statements 
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USR INDUSTRIES, INC. 
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCLVL POSITION 

SOURCES OF FUNDS: 
Earnings (loss) from continuing operations 

Items not affecting working capital: 
Depreciation and amortization 
Accretion of discount on note receivable 
(Increase) decrease in ownership of 

Pinnacle Petroleum, Inc. 
(Gain) loss on sale of stock 
(Gain) loss on sale of assets 
Market value writedown of common stock 
Minority interest in net loss of Partnership 
Equity in nel loss of Pinnacle Petroleum, Inc. 

Funds provided by (used for) continuing 
operations 

Earnings (loss) from discontinued operations 

Funds provided by (used for) operations 
Issuance of common slock for exercise of option 
Limited partners capital conlribulion 
Payments and current maturities of note receivable 
Reclassification to common stock held for sale 
Proceeds from sale of stock 
Increase in notes payable 
Increase in long-term lease obligations 
Increase in deferred income 
Increase in long-term liabilities 
Proceeds from sale of assets 
Nel book value of non-current assets of 

discontinued operations 
Decrease in other assets 
Decrease in working capital 

Years Ended December 31, 
1987 1986 198S 

$ (773,568) (695,468) (538,354) 

81,561 

(21,995) 

(43,834) 

— 

(5,000) 

192,000 

(30,877) 

352,686 

(249,027) 

(249,027) 

— 

400,000 

8,860 

500,000 

— 

2,047,535 

— 

— 

28,422 

5,000 

86,510 

(19,973) 

— 

— 

5,690 

. — 

— 

1,110,654 

487,413 

487,413 

— 

— 

38,785 

— 

— 

— 

63,515 

34,679 

— 

8,850 

99,755 

(25,817) 

14 
67,905 

— 

— 

— 

207,653 

(188,844) 

(19,057) 

(207,901) 

78,600 

— 

12,853 

— 

300,000 

— 

— 

— 

— 

— 

302.239 

$3,043,029 

49,756 

682,998 

464,040 
30,326 

677,918 

Sec Notes to Consolidated Financial Statements 

(Continued on next page) 
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USR INDUSTRIES, INC. 
CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION (ConUnued) 

Years Ended December 31, 

USES OF FUNDS: 
Additions to property, plant and equipment, net 
Increase in other assets 
Current maturities of long-term lease obligations 
Payments and current maturities of notes payable 
Increase in note receivable 
Decrease in deferred income 
Treasury slock acquired 
Increase in working capital 

CHANGES IN COMPONENTS OF WORKING CAPITAL: 
Increase (decrease) in current assets: 

Cash and equivalents 
Accounts receivable 
Inventories 
Note receivable 
Common stock held for sale—Pinnacle Petroleum, Inc. 
Prepaid expenses and other 
Nel assets of discontinued businesses held for sale 

Increase (decrease) in current liabilities: 
Notes payable and current maturities of long-term debt 
Accounts payable 
Accrued expenses 

Increase (decrease) in working capital 

1987 

$2,941,850 

22,679 

693 
41,578 

— 

34,679 

1,550 
— 

$3,043,029 

1986 

96,790 

— 

— 

— 

— 

— 

79,086 

507,122 

682,998 

1985 

1,643 

— 

— 

— 

467,475 

— 

62,715 

146,085 

677,918 

$ 25,567 

(664,919) 

7,840 

675 
500,000 

2,443 
— 

(128,394) 

(13,945) 

179,630 

8,160 

173,845 

$ (302,239) 

35,923 

301,277 

5,656 

623 
— 

(3,471) 
— 

340,008 

(156,944) 

(10,170) 

(167,114) 

507,122 

(80,007) 

28,589 

(268) 

7,562 

— 

(4,437) 

(403,435) 

(451,996) 

(300,000) 

29,860 

(327,941) 

(598,081) 

146,085 

See Notes to Consolidated Financial Statements 
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USR INDUSTRIES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) Summary of Significant Accounting Principles 

Principles of Consolidation 

The accompanying consolidated financial statements 
include the accounts of USR Industries, Inc. ("Industries") and 
its wholly owned subsidiaries Metal Fabricators, Inc., USR 
Lighting, Inc. ("Lighting"), USR Metals, Inc. ("Metals"), USR 
Chemicals, Inc., Unatco Funding Corporation, 550 POB, Inc. 
and Industries' majority owned limited partnership, Houston-
Phoenix Co., Ltd. All significant intercompany accounts and 
transactions have been eliminated. 

During 1985 in connection with various corporate transac­
tions undertaken pursuant to its Plan for Corporate Develop­
ment, Pinnacle Petroleum, Inc. ("Pinnacle") issued Convertible 
Voting Preferred Stock, Warrants and Common Stock. At 
December 31, 1985, after giving effect to the increased number 
of Pinnacle voting securities outstanding after such transactions. 
Industries' voting position was reduced to approximately 40% of 
Pinnacle's total voting securities then outstanding. At and subse­
quent to that time the consolidated financial statements of 
Industries present the ownership of common stock of Pinnacle 
under the equity method. 

Inventories 

Inventories of raw materials are carried at the lower of cost 
(first-in, first-out) or market. Work-in-process and finished goods 
inventories are valued at the lower of average cost or market. 

Property, Plant and Equipment 

Property, plant and equipment are depreciated over the 
estimated useful lives of the depreciable assets using the straight 
line method. Expenditures for maintenance and repairs which 
do not improve or extend the useful lives are charged to opera­
tions as incurred, while expenditures for major renewals and 
betterments are capitalized. Dispositions of assets are reflected 
at the historical costs less accumulated depreciation, with result­
ing gain or loss reflected in operations currently. 

Federal Income Taxes 

Industries and its wholly owned subsidiaries join in filing a 
consolidated federal income tax return. Investment tax credits 
are accounted for by the flow-through method. 

Accruals and Reserves 

The consolidated financial statements include a provision 
to the statement of operations established for the year ended 
December 31, 1983 for estimated future litigation expenses in 
connection with claims asserted against Industries and its 
wholly owned subsidiaries. The accrual of $100,000 remains on 
the Consolidated Balance Sheets as of December 31, 1987 and 
1986 with respect to such expenses. See Note 10. 

Earnings Per Share 

Net earnings (loss) per share of common stock are based on 
the weighted average number of shares of common stock and 
common stock equivalents from stock options. Exercise of 

options outstanding at December 31, 1985 were calculated to 
have a dilutive effect and such options were included in the 
calculation of primary earnings per share using the treasury 
stock method. The effect of the exercise of such options on the 
fully diluted earnings per share was immaterial. 

Financial Accounting Standards'Board's ("FASB") 
Statement Release 

The FASB issued a Statement of Financial Accounting 
Slandards ("SFAS") No. 96 "Accounting for Income Taxes" in 
December 1987. The SFAS requires substantial changes in the 
method of accounting for deferred income taxes and must be 
adopted by Industries beginning in 1989. Industries has no 
deferred taxes recorded and is currently in a net op>erating loss 
carryforward position. Industries has not yet adopted SFAS 
No. 96 and, accordingly, the impact on Industries' financial 
condition and results of operations has not been determined; 
however. Industries does not expect its adoption to have a 
material adverse effect. 

Reclassifications 

Presentation of the financial statements for 1986 has been 
changed to conform with the 1987 financial statement classifica­
tions. Such reclassifications have no effect on results of opera­
tions as reported previously. 

(2) Ownership of Securities of Pinnacle 
Petroleum, Inc. 

On June 20, 1985, Industries sold 111,111 shares of 
Pinnacle Common Stock to Pinnacle for a net price of $2.70 per 
share. Industries, which purchased such shares from Pinnacle in 
December 1983, realized a loss of $67,905 on the sale after 
giving effect to basis adjustments since the purchase date. On 
the date of sale, Pinnacle Common Stock was reported in the 
over-the-counter market at $1.50 bid and $1.75 asked per share. 
The Chairman of Industries also serves as Chairman of 
Pinnacle. Also during 1985, Pinnacle issued Convertible Voting 
Preferred Stock, Warrants and Common Stock in connection 
with acquisitions. After giving effect to the increased number of 
shares of Common and Preferred Stock issued in connection 
with such transactions, at December 31, 1985 Industries' voting 
position was reduced to approximately 40% of Pinnacle's total 
voting securities then outstanding and is accounted for under 
the equity method. 

At Pinnacle's 1986 Annual Meeting, stockholders approved 
a Class B Proposal (the "Proposal") pursuant to which 
stockholders could elect on a "one-time only" basis to exchange 
shares of Pinnacle Common Stock, on which a Warrant Divi­
dend had been declared under the Proposal, for shares of 
Class B Common Stock on a share-for-share exchange. The 
Class B Common Stock has the right to elect a majority of 
Pinnacle's Board of Directors and certain other greater voting 
rights, but was not eligible to receive the Warrant Dividend and 
is not freely tradeable. So as to receive the Warrant Dividend, 
which was distributable only to holders of the fully marketable 



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(ConHnued) 

Common Stock, Industries elected to continue to hold its shares 
of Common Stock. Upon distribution of the Warrant Dividend, 
Industries received a total of 205,759 Warrants from Pinnacle, 
with each Warrant entitling the holder lo purchase one share of 
Common Stock of Pinnacle, subject to postponement in certain 
events. Subject to certain conditions Warrants are exercisable 
from April 1, 1988 until May 31, 1988 and from April I, 1989 
until May 31, 1989 at exercise prices of $1.35 per share and 
$1.50 per share, respectively. However, the Board of Directors 
of Industries has been advised that the initial exercise date will 
be postponed for 180 days as provided by the terms of the 
Warrant. Industries' ownership position in Pinnacle Common 
Stock represented approximately 44% of the total number of 
shares of Pinnacle Common Stock outstanding at December 31, 
1987. During 1987 Industries received an additional 29,223 
shares of Pinnacle Common stock as a result of terminating its 
pension plans as further discussed in Note 5. Such shares are 
included in Industries' ownership of Pinnacle Common Stock 
above. 

Industries anticipates during 1988 certain shares of 
Pinnacle Common Stock will be offered to its stockholders 
through a rights offering. Industries recorded a writedown of the 
book value of such shares of $192,000 for 1987 and the adjusted 
amount was reclassified as a current asset at December 31, 1987. 

Summarized financial information for Pinnacle is shown 
below. Additional infonnation concerning Pinnacle is contained 
in Pinnacle's own periodic filings and Annual Reports on 
Form 10-K. 

December 31, 

Current assets 
Property and equipment, net 
Other assets 

Current liabilities 
Convertible preferred 

stock—redeemable 
Minority interest—Regal 

Petroleum, Ltd. 
Stockholders' equity 

1987 1986 
$3,513,141 4,494,277 

2,354,516 2,394,146 
78,820 — 

$5,946,477 6,888,423 

$ 697,118 

1,357,049 
3,892,310 

572,994 

450,000 

1,560,999 
4,304,430 

Revenues 
Costs and expenses 

Earnings (loss) from 
operations 

Minority interest in 
net loss of Regal 
Petroleum, Ltd. 

Equity in net loss of 
Regal Petroleum, 
Ltd 

Net earnings (loss) 

$5,946,477 $6,888,423 

Years Ended December 31, 
1987 

$1,029,108 
2,019,019 

(989,911) 

203,950 

$ (785,961) 

1986 

1,034,091 
4,058,364 

(3,024,273) 

923,560 

(2,100,713) 

1985 

672,318 
1,003,405 

(331,087) 

(16,166) 
(347,253) 

(3) Discontinued Operations 

Effective February 13, 1985 certain net assets of Lighting 
and Metals were sold to newly formed corporations owned by 
the Chairman of Industries (the "Purchasing Corporations"). In 
connection with its review of the transaction, the Board of 
Directors of Industries received the written opinion of an inde­
pendent financial institution that the transaction would be fair, 
from a financial point of view, to Industries and its stockholders. 
At a Meeting held March 7, 1986 Industries' stockholders 
approved and ratified the sales transactions. 

As consideration for the net assets sold, Lighting and Metals 
received proceeds having a total face amount of $ 1,064,000 of 

. which $400,000 was paid in cash at closing with the balance 
paid in installment notes issued by the Purchasing Corporations 
having an aggregate face value of $664,000. For financial state­
ment reporting purposes, the principal amount of such notes 
receivable of $664,000 was discounted as of February 13, 1985, 
their date of issue, to an assumed market interest rate of 11% 
resulting in a discount of $196,525 from the original face value 
of the notes to an adjusted principal amount of $467,475. The 
terms of the notes call for principal and interest payments to be 
received in varying installments through March 31, 1995. 

During 1987, 1986 and 1985 interest income from the notes 
of the Purchasing Corporations totalled $55,045, $53,646 and 
$59,893 of which $21,995, $19,973 and $25,817, respectively, 
were attributable to accretion of the original issue discount 
discussed above. 

In connection with such transactions, the landlord of a 
small oflice facility leased on a long term basis by Lighting 
refused consent to assignment of such lease to one of the Pur­
chasing Corporations. During May 1986 Lighting instituted 
legal action in New Jersey Superior Court seeking a judicial 
determination as to the status of the lease. The landlord 
answered with denials and counterclaims and instituted separate 
legal action in Federal District Court which has been stayed 
pending the outcome of the state court action. Thereupon 
motion for summary judgment against the landlord was made in 
Superior Court by Lighting and Industries. On December 19, 
1986 the Superior Court granted that motion for summary 
judgment. In granting summary relief to Lighting and Indus­
tries, the Superior Court held that the lease had not been 
assigned as a matter of law, and remained in effect. 

The landlord took an apF>eal to the Appellate Division from 
the Superior Court decision. During late 1987 the Appellate 
Division unanimously affirmed the action of the Superior Court 
in granting summary judgment, in favor of Lighting and 
Industries. 

The landlord then petitioned the Supreme Court of the 
State of New Jersey for review of the unanimous Appellate 
Division ruling against the landlord. By order dated March 10, 
1988 the Supreme Court denied the landlord's petition. (See 
Note 10 and 10(g).) 

During 1986 Lighting, Industries and the Purchasing Cor­
poration mutually agreed to exclude any transfer of such lease 
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NOTES TO CONSOLIDATED FINANCUL STATEMENTS—(Continued) 

from the transactions. Accordingly, for the year ended 
December 31, 1986 and thereafter the long-term obligations and 
related sublease income attributable to such lease continue to be 
presented on the consolidated financial statements of Industries. 

The asset sales transactions are subject to certain conditions 
subsequent, including the right of the Purchasing Corporations 
to rescind the transactions and to be repaid the purchase price in 
full in the event that their counsel shall, prior to December 31, 
1988, advise that there is any question whether the assets were 
purchased "free and clear" of claims against Industries or its 
subsidiaries. Such date may be further extended by mutual 
agreement of the parties. 

(4) Property, Plant and Equipment 
A summary of propwrty, plant and 

December 31, 1987 and 1986 is as follows: 
equipment at 

December 31, 

Buildings 
Machinery and equipment 
Office furniture and fixtures 
Leasehold improvements 

Less accumulated depreciation 

1987 1986 
$ 3,120,766 183,254 

860,016 875,342 
70,148 70,148 

559,646 559,646 

4,610,576 1,688,390 
(1,214,992) (1,153,095) 

$ 3,395,584 535,295 

(5) Pension Plans 
In 1985 and 1986, Industries and its wholly owned sub­

sidiaries had two pension plans which covered substantially all 
hourly and salaried employees. Industries made annual con­
tributions to the plans equal to the amounts accrued for pension 
expense and based on actuarial determination. Pension expense 
included amortization of past service costs over a maximum of 
40 years. During 1985 and 1986 Industries incurred no pension 
expense as the plans were fully funded. 

Effective December 31, 1986 the foregoing defined benefit 
pension plans were terminated. In connection with the termina­
tion. Industries recorded a receivable of $690,000 in its consoli­
dated financial statements at December 31, 1986 to reflect the 
estimated recovery of assets in excess of the accumulated plan 
benefits and costs associated with plan terminations. During the 
third quarter of 1987 such receivable was collected in full. 

Effective January 1, 1987, Industries adopted a 401(k) sav­
ings plan. The plan covers all employees who have completed 
one or more years of service and are not covered by a collective 
bargaining agreement. Each participant may make annual con­
tributions up to the lesser of $7,000 or 13% of compensation. 
Industries, at its discretion, may match a participant's contribu­
tion up to 2% of compensation. Participant contributions are 
vested at all times, and the discretionary employer contributions 
vest 20% per year after two years. Industries incurred no contri­
bution expense in 1987. Additionally, effiective January I, 1987 
Industries adopted a defined benefit plan for all employees 
covered by a collective bargaining agreement. Industries' annual 

contribution to the plan is actuarially determined. Participants 
in the plan are fully vested after five years of service. The 
actuarial status of the defined benefit plan at December 31, 1987 
has nol been determined; however, management docs not con­
sider the impact of the plan to be material to the consolidated 
financial statements. 

(6) Federal Income Taxes 

For federal income tax purposes at December 31, 1987 
Industries and its wholly owned subsidiaries had net operating 
loss carryforwards of approximately $436,000 which expire at 
various dates through the year 2002 and investment tax credit 
carryforwards of approximately $28,700 which expire through 
the year 2000. 

For financial reporting purposes at December 31, 1987 
Industries and its wholly owned subsidiaries had $2,729,000 of 
net operating loss carryforwards and approximately $5,600 of 
investment lax credit carryforwards. Certain items of income 
and exf>ense, primarily depreciation, are recognized for income 
tax purposes in amounts and periods which differ from those 
recognized for financial refK)rting purposes. Investment lax 
credit carryovers have been reduced in accordance with the Tax 
Reform Act of 1986. 

(7) Common Stock 

At a Meeting held on June 13, 1984 stockholders of Indus­
tries adopted an Employees' Incentive Stock Option Plan cover­
ing 50,000 shares of Common Stock. On December 27, 1984 the 
Board of Directors approved the grant of an option to an officer 
of Industries covering 30,0(K) of such shares exercisable at any 
time in whole or in part through December 26, 1989 at a price of 
$2.62 per share. The exercise price was equivalent to 110% of 
the closing price of Industries' Common Stock on the American 
Stock Exchange as of the date of grant. During 1985 that oflficer 
exercised such option in full and paid to Industries a total of 
$78,600. 

Where its overall business objectives and current liquidity 
position permit. Industries may purchase its Common Stock in 
open market or private transactions from time to time. Subject 
to the availability of funds, market conditions and other factors 
Industries may make purchases in the future. Treasury stock is 
recorded on the par value method. 

(8) Leases 

Industries' principal offices are located at 1717 Woodstead 
Court, Suite 113, The Woodlands, Texas 77380. The offices 
consist of approximately 2,000 square feet leased from an unaf­
filiated party on a month-to-month basis. During April 1988 
Industries will move its offices to the office building in which 
Industries has acquired a substantial ownership interest, further 
described at Note 11. That building is located at 550 Post Oak 
Boulevard, Houston, Texas 77027, and has approximately 
53,700 net rentable square feet. Industries had leased approxi­
mately 2,000 square feet of office space on a three-year lease 
through December 31, 1990. 
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Industries' wholly owned subsidiary. Lighting, leases an 
office building and a manufacturing facility under long-term 
capital and operating leases, respectively. The leases contain 
varying terms and renewal options. Both facilities leased by 
Lighting are subleased at rentals in excess of their lease expense. 
Industries did not itself guarantee any obligation under the 
operating lease. 

At December 31, 1987, the aggregate future minimum lease 
payments under the capital lease and Lighting's noncancellable 
operating lease are as follows: 

1988 
1989 
1990 
1991 
1992 
Subsequent to 1992 

Total minimum lease payments 
Less amount representing interest 

Present value of future minimum 
lease payments 

Less current obligation 

Capital 
Lease 

5,318 
5,318 
5,318 
5,318 
5,318 

130,303 

Operating 
Lease 

$127,000 
127,000 
127,000 
127,000 
127,000 

156,893 
(93,378) 

63,515 
(693) 

$ 62,822 

Total rental expense on the operating lease was approxi­
mately $127,000 for each of the years ended December 31, 
1987, 1986 and 1985. Sublease rental income under the operat­
ing lease for the years ended December 31, 1987, 1986 and 1985 
was approximately $166,000, $194,000 and $111,000, respec­
tively from the Purchasing Corporations. Future sublease rental 
income under current sublease contracts respecting the operat­
ing and capital leases is scheduled to be approximately 
$662,000. For financial reporting purposes, sublease rental 
income is recorded net of rental expense. 

In connection with its acquisition of the office building, 
Houston-Phoenix Co., Ltd., the limited partnership which 
purchased the building (the "Partnership"), has leased office 
space to tenants under various operating leases. At 
December 31, 1987 future minimum lease payments to be 
received from such operating leases are as follows: 

Year Ended December 31, 

$ 1988 
1989 
1990 
1991 
1992 

407,353 
424,098 
366,729 
142,441 
5,639 

$1,346,260 

Options for renewals exist ranging in terms from three to 
five years and in rates from $ 13.00 per square foot to 95% of the 
prevailing base rental for like space but not less than $10.50 per 
square foot. 

(9) Notes Payable and Long-term Debt 

Notes payable and long-term debt at December 31, 1987 
consisted of the following: 

Commercial bank note 
Mortgage note 
Notes lo limited partners 

Less current maturities 

December 31, 
1987 

$ 180,000 
1,942,012 

100,000 

2,222,012 
(216,055) 

$2,005,957 

The commercial bank loan, which is collateralized by shares 
of Common Stock of Pinnacle, bears interest at the rate of prime 
plus 2% (8.75% at December 31, 1987) and matures on 
September 30, 1988. The mortgage note payable bears an inter­
est rate of 9.625% and is collateralized by the office building. 
The mortgage note is due in monthly installments of $18,371 
which include principal and interest with the balance of 
$1,502,683 due in August 1996. The notes to limited partners 
bear interest at 8% per annum with interest due annually and 
principal due at the earlier of December 31,1997 or the substan­
tial disposition of the assets of the Partnership. These notes are 
collateralized by the general partners' interest in the Partner­
ship. Scheduled maturities at December 31, 1987 for each pf the 
five'years through December 31, 1992 are $216,055, $38,582, 
$42,463, $46,736 and $51,438, respectively. 

(10) Commitments and Contingencies 

Legal Proceedings 

(a) On April 2, 1981 an action was commenced in the 
Superior Court of New Jersey, Essex County, by T & E 
Industries, Inc. naming United States Radium Corpyoration 
("USRC"), the corporate predecessor to Safety Light Corpora­
tion ("SLC"), as a defendant and alleging, inter alia, that prop­
erty in Orange, New Jersey owned by the plaintiff" suffers from 
contamination from certain radioactive materials allegedly 
deposited thereon by USRC during prior years. The litigation 
arises from of)erations conducted by USRC at the site during the 
years 1917 to 1926. Subsequent to the commencement of this 
action the complaint was amended to include Industries and 
certain of its subsidiaries alleged to be corporate successors to 
the former USRC. The plaintiff" seeks to compel remedial action 
as to alleged improper condition of the site and damages in 
unspecified amounts in compensation for injury to its property 
and business as well as punitive damages. 

During December 1983 plaintiffs amended such com­
plaint to include as additional defendants GAF Corporation, 
Mitsubishi Chemical Industries, Inc. ("MCI") and MCl's sub­
sidiary in New Jersey, USR Optonix, Inc., which was alleged to 
be a corporate successor to the former USRC. The additional 
defendants were claimed to be liable under the product line 
exception to the general theory that a third party purchaser of 
assets is not liable as a successor. The additional defendants 
answered denying liability and demanded that the previously 

11 



NOTES TO CONSOUDATED FINANCIAL STATEMENTS—(Continued) 

named defendants defend the action on their behalf and indem­
nify them against costs and any potential liability in connection 
therewith. In 1984 the additional defendants were successful on 
a motion for summary judgment against the plaintiffs and, 
accordingly, the claims of the additional defendants against 
Industries and its subsidiaries have been dismissed. 

In early 1985 Industries prevailed against a motion for 
summary judgment by the plaintiff" seeking judgment that Indus­
tries is the successor to USRC. 

In September 1985 five primary insurance carriers of 
Industries and SLC assumed the defense of Industries, certain of 
Industries' subsidiaries and SLC, pursuant to a Defense Agree­
ment. While the insurance carriers are assisting in the defense of 
certain actions their defense is made subject to an absolute 
reservation of rights to deny liability on any of the underlying 
claims. 

On February 3, 1986, this matter was tried to a jury before 
the Honorable Stanely G. Bedford. This trial was only with 
respect to the liability, if any, of SLC. Prior to trial, the Court 
bifurcated the count asserting liability against Industries and 
certain of Industries' subsidiaries and on November 18, 1985 
ordered that all claims against Industries would be severed and 
separately tried, if at all, in the event plaintiff obtains a judg­
ment against SLC. 

During trial the Court granted a directed verdict in favor of 
SLC dismissing all of plaintiffs strict liability claims, all negli­
gence based claims relating to the conduct of USRC between 
1917-1926, and all claims based upon fraud, recklessness and 
intentional conduct. The only remaining claims against SLC 
were an alleged negligent failure to warn when the premises were 
sold in 1943 and a negligence theory which allegedly placed 
upon USRC a continuing duty to warn prospective purchasers 
up through the time plaintiff" purchased the property in 1974, 
thirty-one years later. The Court also reduced plaintiff's damage 
claim from $2.8 million to under $400,000. 

On March 11, 1986, the jury returned a verdict, finding that 
USRC was not negligent in 1943 when it failed to warn |ts 
immediate purchaser that the presence of radioactive tailings on 
the premises constituted a potential risk to health or property. 
The jury did find that USRC was negligent for not warning 
plaintiff before its purchase of the prof)erty thirty-one years 
later, in 1974, that the same potential risk to health or property 
existed on the premises. Damages were assessed against SLC in 
the amount of $372,100.62. 

On April 25, 1986, Judge Bedford granted SLC's motion for 
judgment in its favor notwithstanding the jury's verdict of 
March II , 1986. The Court also denied plaintifTs application 
for indemnification by SLC of all cleanup costs assessed against 
plaintiff" as a result of any future government efforts to decon­
taminate the property. Final judgment was thereafter entered in 
favor of SLC, Industries and certain of Industries' subsidiaries 
on May 29, 1986 and awarded on June 20, 1986, dismissing all 
of plaintifTs claims in their entirety. 

On July 9, 1986, plaintiff" filed a Notice of Appeal from the 
June 20, 1986 judgment. On February 24, 1988 oral argument 
on plaintifTs appeal was heard by the Appellate Division of the 
State of New Jersey. No prediction can be made concerning the 
outcome of such argument on appeal or when the three-judge 
panel of the Appellate Division may render its decision. 

Since plaintifTs claims against Industries and certain of 
Industries' subsidiary companies will only be litigated in the 
event plaintiff is ultimately successful in its appeal against SLC, 
it is unclear at this time when, if at all, such claims will be tried. 
If a trial against Industries and certain of its subsidiaries does 
occur there remains to be resolved the outstanding issues of 
indemnification by SLC and crossclaims between it and 
Industries. 

Claims also were made by T & E Industries in an action 
brought in the U.S. District Court for the District of New Jersey, 
allegedly pursuant to the Comprehensive Environmental 
Response, Compensation Liability Acl of 1980 ("CERCLA") 
seeking a declaration that defendants are liable for all costs of 
cleanup and decontamination, consistent with the National 
Contingency Plan, of the site presently known as 422 Alden 
Street, Orange, New Jersey and seeking a judgment for 
"response costs" already incurred and injunctive relief for 
enforcing such remedy. Defendants made a motion to dismiss 
and plaintiffs made a cross-motion for partial summary judg­
ment against SLC. The motions were heard on February 10, 
1988. The Court, through Judge Wolin, found against the 
defendants' motion to dismiss based on New Jersey's "entire 
controversy doctrine" and granted T & E's application that SLC 
is liable under CERCLA for all necessary costs of response 
incurred by T & E which are consistent with the National 
Contingency Plan. The Court, however, limited T & E's alleged 
damages and determined, inter alia, that T & E's claim for 
attorney's fees are not recoverable response costs under 
CERCLA. Defendants are considering filing a petition with the 
Federal District Court to have the issue involving the entire 
controversy doctrine certified to the United States Court of 
Appeals for the Third Circuit. No such petition has been filed to 
date. 

At this time, neither counsel nor management can predict 
the outcome of the litigation. 

(b) On December 6, 1982 an action was commenced in the 
Superior Court of New Jersey, Essex County, by Leslie Zwain et 
al. naming as defendants SLC, Industries and certain of Indus­
tries' subsidiaries alleged to be corporate successors to the 
former USRC and claiming, inter alia, that because of alleged 
contamination of the site in Orange, New Jersey, described in 
(a) above, the plaintiffs have suffered business interruption, 
diminution of property values, mental anguish and loss of con­
sortium. The plaintiffs seek compensatory and punitive damages 
in amounts to be established at trial. 

On August 5, 1985, the Court dismissed plaintiffs' f)ersonal 
injury claims based upon plaintiffs' failure to institute legal 
action within the applicable statute of limitations period. On 
February 25, 1986 the Appellate Court reversed this dismissal 
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and remanded the matter for further proceedings. Defendants' 
applicalion for leave to appeal this issue to the New Jersey 
Supreme Court was subsequently denied. 

On November 30, 1987 the foregoing action was settled. 

As in the T & E Industries litigation, the same five primary 
insurance carriers of Industries and SLC have assumed the 
defense of Industries, certain of Industries' subsidiaries and 
SLC, with a complete reservation of their rights to deny liability 
on the underiying claims. 

(c) During 1984 and 1985 SLC, Industries and its two 
manufacturing subsidiaries, USR Lighting, Inc. and USR 
Metals, Inc., were named as defendants in five actions com­
menced in Superior Court, Essex County, New Jersey. These 
actions were brought on behalf of certain residents in the Town­
ships of Montclair, Glen Ridge and West Orange, New Jersey 
and claim, inter alia, damages lo land and personal injury in 
amounts to be proved at trial as well as punitive damages. Such 
alleged damages are claimed to have been caused by actual or 
threatened exposure of the property and persons of plaintiffs to 
levels of radon gas, a radioactive decay product of uranium or 
radium bearing ores, at levels above background levels naturally 
occurring and in excess of permissible levels established by the 
government for members of the public. Plaintiffs allege that such 
radon gas is a product of landfill obtained from the former 
USRC site in Orange, New Jersey. 

By notice of motion returnable on July 18, 1986, Industries, 
certain of Industries' subsidiaries and SLC moved for summary 
judgment dismissing plaintiffs' claims based upon the continued 
lack of a factual nexus between their activities and the presence 
of radon in plaintiffs' homes. The motion was also based upon 
the inapplicability of the legal theories advanced by plaintiffs to 
these matters. By order dated August 22, 1986, the Court 
granted in part and denied in part the motion for summary 
judgment, ruling that there remained factual issues preventing 
the dismissal of certain claims which could not be resolved 
without a full plenary hearing. The Court dismissed all causes of 
action based upyon manufacture ofa defective product, breach of 
an express or implied warranty, battery and trespass. By the 
same order, the Court also consolidated these matters for dis­
covery and trial purposes. 

By order dated January 16, 1987, the Court granted the 
motion filed by Industries, certain of Industries' subsidiaries 
and SLC for severance and separate trial of certain liability and 
damage issues. The Court directed that these matters be tried in 
three separate phases: (1) a Phase I trial relating solely to plain­
tiffs' claims that the allegedly contaminated soil around plain­
tiffs' homes originated at the former USRC site in Orange, New 
Jersey; (2) if plaintiffs are successful in the Phase I trial, a second 
trial would follow encompassing all remaining liability issues; 
and (3) if plaintiffs are successful again in the Phase II trial, a 
third trial would follow relating to plaintiffs' personal injury and 
property damage claims. 

On November 19 and 20, 1987 the defendants' motion for 
partial summary judgment regarding the absence of con­
taminated soil originating from the Orange site of the former 
USRC on plaintiffs' property was argued before the Superior 
Court of New Jersey, Law Division, Essex County. By letter 
opinion dated January 28, 1988, as supplemented February 4, 
1988, the Court granted-in-part and denied-in-part defendants' 
application. The Court adjudicated as a fact that there is no 
contaminated fill originating from the Orange site on six of the 
properties claiming to be contaminated and directed a hearing, 
with further expert testimony, regarding the alleged presence of 
contaminated subsurface material on 14 properties as well as 30 
remaining properties where certain bore hole sampling results 
were relied upon. On March 18, 1988, the Court denied plain­
tiffs' request for a rehearing on defendants' motion, as well as 
plaintiffs' request for leave to perform additional bore hole 
sampling and analysis to oppose defendants' application. The 
Court directed that within 90 days, plaintiffs are to provide 
defendants with a report from each expert plaintiffs intend to 
produce at the aforesaid hearing. Defendants will have 30 days 
from the receipt of same to submit a report from each expert, if 
any, defendants intend to produce at the hearing. A date for that 
hearing has not yet been set by the Court. 

Based upon the current state of the law and the absence of 
evidence indicating that the activities of Industries or its sub­
sidiaries are in any way related to the alleged presence of radon 
in and around plaintiffs' homes, there exist numerous defenses 
going to the merits in these actions. 

As in the T & E Industries and Zwain matters, the same five 
primary insurance carriers of Industries and SLC have assumed 
the defense of Industries, certain of Industries' subsidiaries and 
SLC, with a complete reservation of rights. 

At this time neither counsel nor management can predict 
the outcome of the litigation. 

(d) On May 15, 1986, an action was commenced in the 
Superior Court of New Jersey, Essex County, by the Estate of 
Alexander F. Masson, et al. naming as defendants SLC, 
Industries and its two former manufacturing subsidiaries, USR 
Lighting, Inc. and USR Metals, Inc. This action is brought on 
behalf of the estate of a deceased resident of the Township of 
Montclair and the deceased plaintiff's brother who allege that 
the defendants are responsible for the presence of radon gas 
which was discovered in and around the deceased plaintifTs 
home. As with the actions identified in (c) above, plaintiflTs allege 
that such radon gas is a product of landfill obtained from the 
fonner USRC site in Orange, New Jersey. Plaintiff"s allege that 
the radon gas was the contributing and/or sole cause of the' 
deceased plaintiff contracting lung cancer. Plaintiffs have also 
named four tobacco companies alleging that cigarettes manufac­
tured by those defendants and smoked by the deceased plaintiff 
were also the contributing and/or sole cause of the deceased 
plaintiff" contracting cancer. 

Based upon the current state of the law and the absence of 
evidence indicating that the activities of Industries or its sub­
sidiaries are in any way related to the alleged presence of radon 
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in and around plaintifTs homes, there exists numerous defenses 
going to the merits of this action. 

As in the matters identified in (a), (b) and (c) above, the 
same five primary insurance carriers of Industries and SLC have 
assumed the defense of Industries, certain of Industries' sub­
sidiaries and SLC, with a complete reservation of rights. 

At this time neither counsel nor management can predict 
the outcome of the litigation. 

(e) U.S. Environmental Protection Agency Proceedings 

The U.S. Environmental Protection Agency ("EPA") has 
included the Orange, New Jersey site and the Montclair, Glen 
Ridge and West Orange sites on the national priorities list of the 
Comprehensive Environmental Response Compensation Liabil­
ity Act of 1980, 42 U.S.C. 9601, and has notified Industries that 
it may be a potentially responsible party under that Act. Indus­
tries has provided requested information to the EPA. In view of 
the decision of Judge Wolin of the U.S. District Court declaring 
SLC a liable party under CERCLA for the remediation and 
cleanup for the Orange sile the defendants are contacting the 
EPA lo inquire whether the defendants participation in the 
remediation study of the Orange site being conducted by the 
EPA is a feasible alternative. Currently the defendants are 
informed that the EPA has contracted with an engineering firm 
regularly used by the EPA for that purpose to prepare and 
deliver a revised remedial investigation and study for the 
Orange site. 

In late 1984, one of Industries' primary insurance carriers 
assumed the defense of Industries and certain of its subsidiaries 
in this potential lawsuit, while reserving its rights to disclaim 
liability. 

(0 -Proceedings Against Certain Insurers 

During 1984 Industries notified its insurance carriers as to 
the pendency of certain of the above described actions and 
requested that such carriers defend and indemnify Industries as 
a named insured under various primary insurance policies as 
well as excess coverage or umbrella policies. All such carriers 
answered denying liability and denying any obligation to defend 
Industries against the claims asserted. Thereupon on August 20, 
1984 Industries commenced an action in Superior Court of New 
Jersey, Essex County, naming as defendants all of Industries 
primary and excess coverage insurers and seeking judicial deter­
mination as to such carriers' duty to defend and to indemnify 
Industries and its subsidiaries and seeking reimbursement of 
costs expended by Industries for its defense, assumption of such 
defense on an ongoing basis, damages for wrongful declination 
to defend and punitive damages and counsel fees for willful 
failure to defend and indemnify Industries in each of the forego­
ing actions. 

In September 1985, five primary insu'rance carriers of 
Industries and SLC assumed the defense of Industries and cer­
tain of its subsidiaries alleged to be successors in certain of the 
underlying actions described above, while reserving their right 
to disclaim liability. As a result of that Agreement, this action 
has been stayed except with respect to applications by plaintiffs 

to require other primary insurance carriers not party to the 
Defense Agreement to provide for a defense indemnification of 
Industries, certain of Industries' subsidiaries and SLC. 

While there can of course be no assurance as lo the outcome 
of this action Industries has been advised that it has meritorious 
claims to suppon its actions for defense and indemnification. 

Because of the uncertainties associated with the litigation 
described in (a) through (e) above, the liability of Industries and 
its subsidiaries alleged to be corporate successors to the former 
USRC cannot reasonably be estimated at this time, nor can an 
estimate of any ultimate liability or any insurance proceeds be 
made with any degree of certainty. Therefore, no such liability 
has been recorded in the financial statements. 

(g) Blanchard Litigation 

(i) Following several years of disputes and litigation 
involving one William C. Blanchard, a principal in an entity 
styled as Blanchard Securities Co. and the owner of 100 shares 
of Common Stock of Industries (together herein "Blanchard"), 
on May 22, 1986 Industries filed a lawsuit in New Jersey Supe­
rior Court, Law Division, naming Blanchard as a defendant. 
The action sought judicial declaration as to the status ofa lease 
covering a small office premises in Morristown, New Jersey 
owned by Blanchard and subject to a long term lease entered 
into by Blanchard in 1955 (the "1955 Lease"). 

The 1955 Lease was one of several long term "credit leases" 
entered by Blanchard in order to utilize the credit of long term 
tenants to obtain construction financing for itself As such the 
1955 Lease provides for an initial term of 20 years through 1975 
with four optional renewals of ten years each through 2015. 
After repeated demands by Industries' counsel, during 1980 
Blanchard consented in writing to the sublease of the subject 
premises and, after further demands, during 1982 Blanchard 
consented to assignment of the 1955 Lease to Lighting. 

In connection with the sale of the business and net assets of 
Lighting eflfective February 13, 1985 it was anticipated that the 
1955 Lease would be assigned to the Purchasing Corporation. 
However, when Blanchard's consent to that assignment was 
requested, Blanchard claimed the 1955 Lease had been violated 
by an "unauthorized assignment" allegedly completed without 
Blanchard's approval and advised that Blanchard considered the 
1955 Lease "terminated" and that Blanchard considered itself 
entitled to reenter and assume control over the premises. 

In answering the litigation filed against it in Superior Court, 
Blanchard denied Industries' claims and interposed counter­
claims alleging, inter alia; that an unauthorized assignment of 
the 1955 Lease'had occurred and that such assignment was 
fraudulent, in violation of Blanchard's rights as a shareholder of 
Industries, in violation of fiduciary duties, securities laws, the 
Racketeer Influenced and Corrupt Organization Act and other 
related claims. Industries denied Blanchard's claims and there­
upon filed a motion for summary judgment against Blanchard 
on one count. 

On December 19, 1986 the Superior Court granted Indus­
tries' motion for summary judgment. In granting summary relief 
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to Industries the Court held that the 1955 Lease had not been 
assigned as a matter of law, and remained in effect. 

Blanchard took an appeal from the Superior Court decision. 
During late 1987 the Appellate Division affirmed the action of 
the Superior Court in granting summary judgment in favor of 
Industries. The opinion of the Appellate Division was 
unanimous. 

Blanchard then petitioned the Supreme Court of the State 
of New Jersey seeking review by the Supreme Court of the 
unanimous Appellate Division ruling against Blanchard. By 
order dated March 10, 1988 the Supreme Court denied 
Blanchard's petition. 

(ii) In a separate action by Blanchard in U.S. District 
Court for the District of New Jersey, Blanchard repeated the 
claims asserted in the Superior Court action discussed above, 
alleging fraud, breach of fiduciary duties, violations of the Rack­
eteer Influenced and Corrupt Organization Act, securities fraud 
and related claims, and named as defendants Industries, Light­
ing, the Purchasing Corporation and certain directors of Indus­
tries. Industries and other defendants in this action have moved 
to dismiss Blanchard's claims but the action has been stayed 
pending the outcome of the litigation begun in New Jersey 
Superior Court. 

Industries believes that the Federal Court will give preclu­
sive effect to the New Jersey state court judgments and that the 
likelihood of any material recovery against the defendants is 
remote. 

(11) Acquisition of Certain Realty Assets 

On November 20, 1987 Industries acquired a majority 
interest in a commercial office building located at 550 Post Oak 
Boulevard, Houston, Texas 77027. The purchase was made 
through a Texas limited partnership, Houston-Phoenix Co., Ltd. 
A wholly owned subsidiary of Industries, 550 POB, Inc. (the 
"Subsidiary") serves as the general partner of the Partnership 
and manages the property. 

The building has a total of approximately 53,700 rental 
square feet and is approximately 75% leased, including leases 
with Industries, Pinnacle and Regal Petroleum, Ltd. ("Regal"), a 
majority owned subsidiary of Pinnacle, which will locate their 
offices in the building. Industries has entered into a three-year 
lease for approximately 2,000 rentable square feet at an initial 
annual rental rate of approximately $10.00 per square foot 
through December 31,1990, and Pinnacle and Regal have each 
entered leases having similar terms and rentals and covering 
approximately 1,500 rentable square feet. 

To obtain the necessary financing to make the purchase 
Industries requested additional participation from an unaf­
filiated person and an officer and director of Industries, who put 
up the necessary additional financing through the purchase of 
limited partnership interests. The Partnership acquired the 
building from an unaffiliated third party for a total purchase 
price of approximately $2,937,512. The purchase was financed 
through capital contributions to the Partnership totaling 

$900,000 of which $500,000 was contributed by the Subsidiary 
and $400,000 through the sale of the limited partnership inter­
ests. Such interests were purchased for the same pro rata price as 
was paid by Industries. In addition, the limited partners made 
loans to the Partnership in total amount of $100,000 and the 
Partnership assumed a mortgage on the property in principal 
amount of approximately $ 1,950,000. The loans from the limi­
ted partners bear interest at 8% per annum, with the Partnership 
obligated to pay interest only until maturity at the earlier of 
December 31, 1997 or the sale of all or substantially all of the 
Partnership's assets. The limited partners can not be required to 
make any additional capital contributions to the Partnership. 

In connection with the purchase transaction, the Board of 
Directors of Industries received the written opinion of an inde­
pendent mortgage banking firm which services in excess of $ 1 
billion of mortgages in the Houston area to the effect that the 
lease terms negotiated by the Partnership with affiliated tenants, 
including Industries and Pinnacle, are fair and fall within pre­
vailing market rates for the Houston area. 

The Subsidiary and the limited partners will participate in 
Partnership profits and distributions in proportion to their rela­
tive net capital contributions. The interest of the limited 

. partners in the Partnership, other than any limited partnership 
interest which may later be acquired by the Subsidiary or the 
Partnership, is represented by Qass A Units. For tax purposes, 
any Partnership losses or tax credits will be allocated one 
p>ercent to the Subsidiary and ninety-nine percent to the limited 
partners. In addition to its participation in profits, losses and 
distributions of the Partnership, the Subsidiary manages the 
property for which the Subsidiary will be paid a management fee 
comparable to that generally charged for similar services in the 
Houston area, in no event to exceed five percent of gross 
revenues. In addition, the Subsidiary is reimbursed for all direct 
expenses incurred on behalf of the Partnership and for its gen­
eral and administrative expenses allocable to Partnership 
operations. 

Under the limited partnership agreement, the Partnership 
has agreed to indemnify the Subsidiary and the limited partners 
against certain liabilities relating to the Partnership. The part­
nership agreement also grants the limited partners holding 
Class A Units certain rights and remedies in the "event of 
default" by the Partnership, the Subsidiary or Industries, includ­
ing the right to purchase the assets of the Partnership or the 
Subsidiary's interest in the Partnership for fair market value, 
based upon an independent MAI appraisal, or to dissolve the 
Partnership. Under the limited partnership agreement of the 
Partnership an event of-defauh includes a withdrawal of the 
Subsidiary as general partner, a bankruptcy, assignment for the 
benefit of creditors, receivership or dissolution of the Subsidiary 
or Industries, or breach of certain financial covenants by the 
Subsidiary or Industries. Uf>on an event of default, the Subsidi­
ary's interest in the Partnership wilt be converted automatically 
to that of a limited partner. Any limited partnership interest 
held by the Subsidiary, upon conversion of the Subsidiary to a 
limited partner in the event of default or otherwise, will be 
represented by Class B Units. The voting rights of the Class B 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 

Units are generally one-tenth of those of the Class A Units. The 
Subsidiary has also pledged its interest in the Partnership as 
collateral for payment of the loans from the limited partners to 
the Partnership, as well as performance of the Partnership's and 
the Subsidiary's obligations under the partnership agreement. 

As Industries, through the Subsidiary, owns a majority 
interest in the office building. Industries' consolidated financial 
statements include the assets, liabilities and the operating results 
of the building since the date of acquisition. 

The unaudited pro forma consolidated results of operations 
which follow, assume that the acquisition had occurred as of 
January 1 in each of the periods presented. 

(in thousands, except 
per share amounts) 

1987 1986 
Revenues $ 886 1,060 
Net earnings (loss) $(847) (718) 
Earnings (loss) per share $ (.85) (.71) 

The pro forma financial information is not necessarily 
indicative either of results of operations that would have 
occurred had the purchase been made at the beginning of the 
period or of future results of operations of Industries, the Part­
nership or the presentation of the combined results hereof 

(12) Infonnation on Segments of Business 

Industries' significant business segments are presented 
below: 

Real Estate 

Industries' wholly owned subsidiary, 550 POB, Inc., is gen­
eral partner and has a 55.6% interest in a limited partnership 
which during November 1987 purchased an office building. The 
building has total office space of approximately 53,700 net rent­
able square feet and is approximately 75% leased currently. 

Manufacturing 

Industries' manufacturing subsidiary, Metals, fabricates 
custom specialty dials. These dials are used as components for 
watches, clocks and timers for consumer and automotive 
applications. 

Equity Ownership 

Industries has an ownership interest in Pinnacle which is 
accounted for under the equity method of accounting. At 
December 31, 1987, Industries' ownership position in Pinnacle 
Common Stock represented approximately 44% of the total 
number of shares of Pinnacle Common Stock outstanding. 

(In thousands) 
Year Ended 

Sales and other income: 
Real estate 
Manufacturing 
Olher 

Earnings (loss) from continuing operations: 
Real estate 
Manufacturing 
Equity ownership 
Other 

Identifiable assets: 
Real estate 
Manufacturing 
Equity ownership 
Other 

Depreciation and amortization: 
Real estate 
Manufacturing 
Other 

Capital expenditures: 
Real estate 
Manufacturing 

December 31, 
1987 

$ 44 
367 
162 

$ 573 

$ (39) 
74 

(544) 
(265) 

$ (744) 

$2,926 
347 

1,638 
923 

$5,834 

$ 10 
7 

65 

$ 82 

$2,938 
4 

$2,942 
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 

To the Board of Directors and 
Stockholders of USR Industries, Inc: 

We have examined the consolidated balance sheets of USR Industries, Inc. and subsidiaries as of 
December 31, 1987 and 1986, and the related consolidated statements of operations, stockholders' equity and 
changes in financial position for each of the three years in the period ended December 31, 1987. Our examinations 
were made in accordance with generally accepted auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circumstances. 

As discussed in Note 10 to the consolidated financial statements, there exists certain litigation, the outcome of 
which cannot presently be determined. 

In our opinion, subject to the effects on the financial statements of such adjustments, if any, as might be 
required had the outcome of the uncertainties referred to in the preceding paragraph been known, the consolidated 
financial statements referred to above present fairly the financial position of USR Industries, Inc. and subsidiaries 
as of December 31, 1987 and 1986 and the results of their operations and the changes in their financial position for 
each of the three years in the period ended December 31, 1987, in conformity with generally accepted accounting 
principles applied on a consistent basis. 

(yC<;yUi^ ^ • ^ / ^ ' < t * 1 * ^ 

Houston, Texas 
March 29, 1988 
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SELECTED FINANCIAL DATA 

The following selected condensed financial information has 
been derived from, and is qualified by reference to and should be 
read in conjunction with, Industries* Consolidated Financial State­
ments and Notes thereto included elsewhere herein, except the data 
relating to the fiscal years ended December 31, 1984 and 1983 
which has been derived from previously published financial 
statements. 

(in thoosands except per share amoonts) 
Years Ended IJecember 31, 

1987 
$ 573 

1986 
490 

1985 
359 

1984 
342 

1983 
664 

$ (773) (695) (538) (641) 281 

$ (.78) (.69) (.52) (.61) .24 
$5,834 4,067 4,911 6,050 7,319 

Revenues 
Net earnings (loss) 
from contmuing 
operations 

Net earnings (loss) 
per share from 
continuing 
operations 

Total assets 
Total current 
liabilities $ 755 581 748 1,346 1,735 

Long-term obligations $2,097 64 — — 65 
Stockholders' equity $2,613 3,388 4,163 4,704 5,584 

MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION 

AND RESULTS OF OPERATIONS 

LIQUIDFTY AND CAPITAL RESOURCES 

To date Industries had funded its internal cash needs from 
operations; collection of accounts receivable and other current 
accounts as well as through asset sales; issuance of common stock; 
and bank borrowings from time to time. EflTective December 31, 
1986, Industries terminated its two defined benefit pension plans 
and, in connection with such terminations, recorded a receivable of 
approximately $690,000 to reflect the recovery of assets in excess of 
the accumulated plan benefits and costs associated with plan 
terminations. The distribution of excess assets and collection of the 
receivable took place during the third quarter of 1987. With the 
sales of Industries' manufacturing assets and its Plan of Asset 
Redeployment having been substantially completed. Industries 
expects to look to sales of assets to meet its liquidity needs, if such 
are not met from current operations. 

On a consolidated reporting basis as of December 31, 1987, 
Industries' working capital deficit was $40,663 and the ratio of 
current assets to current liabilities was .9:1 versus working capital 
of $261,576 and current ratio of 1.5:1 as of December 31, 1986. 
Management anticipates that during 1988 Industries may require 
additional sources of liquidity. To meet its liquidity requirements 
or in connection with other corporate objectives Industries may sell 
assets, offer additional securities or incur additional indebtedness. 

In addition to usual transactional and operating costs. Indus­
tries has been required to bear very substantial administrative and 
legal expenses for certain environmental litigation. For further 
discussion as to environmental regulations and litigation see Notes 
to Consolidated Financial Statements and Note 10 thereof Under a 
Defense Agreement dated September 30, 1985 to which Industries, 
SLC and five primary insurance carriers are parties, certain of 

Industries* ongoing legal defense cosls in the environmental litiga­
tion have been assumed by such insurance carriers. However, the 
Defense Agreement does not fully cover either the direct or indirect 
costs of Industries of the litigation. Further, it should be noted that 
the insurance carriers are defending "under reservation" of their 
absolute right to deny all liability on the underlying claims. 

Industries is subject to additional environmenlal claims which 
are not covered by any defense agreement with insurers, although 
negotiations for the possible participation by certain insurance 
carriers are in progress. Of course there can be no assurance that 
such discussions will result in any agreement as to defense costs. In 
the event that no agreement is reached with insurers with respect to 
such defense costs. Industries will be required to provide for addi­
tional legal expenses. Potential sources of liquidity for Industries 
include sales of the Common Stock of Pinnacle and discounting of 
notes receivable from the Purchasing Corporations. 

Industries anticipates that during 1988 it may bolster its 
liquidity by offering its stockholders the right to purchase certain 
shares of Pinnacle Common Slock. 

RESULTS OF OPERATIONS 
198T Compared With 1986 

Total revenues during 1987 increased to $573,295 from 
$490,331 in 1986. Manufacturing sales for the year ended 
December 31, 1987 were $367,446 compared to $337,631 for the 
comparable prior year. The increase of $29,815 is primarily 
attributable to increased prices and unit sales volume. Interest 
income of $61,517 for the current year, derived primarily from 
notes receivable from the sale of certain net assets of Lighting and 
Metals, increased $6,805 from the prior year. 

Cost of sales for the current year was $140,171 compared to 
$186,637 for the year ended December 31, 1986. Decreased costs 
of sales primarily reflect a reduction in direct labor costs. Selling, 
general and administrative expenses for. the year ended 
December 31, 1987 were $579,822 compared to $462,417 for the 
prior year. The increase reflects nonrecurring expenses in connec­
tion with the purchase and operations of the office building at 550 
Post Oak Boulevard, Houston, Texas 77027 offset by continued 
reductions in corporate overhead expenses. Industries' expenses for 
1986 are net of reimbursement of certain prior costs made by five 
primary insurance carriers pursuant to a Defense Agreement dated 
September 30, 1985. Interest expense for the current year increased 
$46,823 from $23,891 reflecting interest expense for approximately 
two months on the mortgage assumption connected with the office 
building purchase. 

Effective December 31, 1986 Industries terminated its two 
defined benefit pension plans for receivable of $690,000 was 
recorded to reflect the recovery of assets in excess of the accumu­
lated plan Ijenefits and costs associated with plan terminations. 
Such receivable was collected in full during the third quarter of 
1987. 

Industries' equity in the net loss of Pinnacle of $352,686 
reflects Industries' pro rata share of Pinnacle's results of operations 
for 1987. The decrease from 1986 is due primarily to Pinnacle not 
incurring any further writedowns of its producing oil and gas 
properties during 1987. In addition. Industries recorded a $192,000 
writedown on shares of Pinnacle Common Stock anticipated to be 
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offered by Industries to its stockholders through a rights offering to 
be made during 1988. 

Primarily as a result of the foregoing factors Industries 
reported a nel loss of $773,568 for 1987. 

1986 Compared With 1985 

Total revenues during 1986 increased to $490,331 from 
$358,826 in 1985. Manufacturing sales for the year ended 
December 31, 1986 were $337,631 compared to $246,411 for the 
comparable prior year. The increase of $91,220 is primarily 
attributable to increased unit sales volume. Interest income of 
$54,712 for 1986, derived primarily from notes receivable from the 
sales of certain net assets of Lighting and Metals, decreased $7,132 
from the prior year. 

Cost of sales for 1986 was $186,637 compared to $139,132 for 
the year ended December 31, 1986. Increased cost of sales resulted 
from increased sales volume during 1986 compared to the prior 
year. Selling, general and administrative expenses for the year 
ended December 31, 1986 were $462,417 compared to $342,710 
for the prior year. Industries' expenses for 1985 are net of reim­
bursement of certain prior costs made by five primary insurance 
carriers pursuant to a Defense Agreement dated September 30, 
1985. Interest expense for 1986 decreased $16,134 to $23,891, 
reflecting lower interest rates during the year. 

Industries made no sales of Pinnacle Common Stock during 
1986 and realized no gain or loss therefrom during 1986. During 
1985 a loss of $67,905 was realized in connection with the sale of 
Pinnacle Common Stock. Eff"ective December 31, 1986 Industries 
terminated its two defined benefit pension plans and a receivable of 
$690,0(X) was recorded to reflect the estimated net reversion to 
Industries of surplus assets of such pension plans. 

Industries equity in the net loss of Pinnacle of $1,110,654 
reflects Industries' pro rata share of Pinnacle's results of operations 
for 1986. During 1986, Pinnacle's results were adversely affected by 
the continuation of lower oil and gas prices and writedowns of its 
oil and gas properties. There were no losses from discontinued 
operations for 1986 compared to a loss of $19,057 in 1985. The loss 
for discontinued operations in 1985 reflect approximately six weeks 
of manufacturing operations through February 13, 1985. 

The 1986 loss of $695,468 is higher than the loss of $557,411 
sustained in 1985, primarily as a result of an increased equity 
pickup of $903,001 in the net loss of Pinnacle offset by a gain of 
$690,000 recognized on termination of two defined benefit pension 
plans. 

INFLATION AND CHANGES IN PRICES 
In recent years Industries' ownership interest have ojjerated in 

sectors having generally deflationary economic environments. The 
impact of inflation on the revenues and expense levels reported by 
Industries during the past three years have been insignificant. In the 
event that domestic inflationary pressures reoccur management 
believes that Industries' ownership interests in the real estate and 
natural resources sectors, which traditionally have been viewed as 
hedges against inflation, will be relatively well positioned to adjust 
for inflation and changes in prices. Management expects the oil and 
gas prices may trend upwards during 1988 but of course no assur­
ance can be offered as to such trends. With easing of inflationary 
pressures during recent years, both the selling prices for Industries' 
manufactured products and the costs of production, including costs 
of labor and materials, have tended to stabilize. However, despite 
declines in the U.S. dollar relative to most Asian currencies during 
1987, comF>etition in the Metals' business from Asian based 
exporters remains intense. 
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PRINOPAL MARKET AND STOCK PRICES 
The following table seu forth the range of sales prices on the 

American Stock Exchange ("Amex") for Industries' Common Stock 
for each quarter during the last two fiscal years. With the coopera­
tion of the Amex, during January 1988 Industries voluntarily 
delisted from the Amex and trading for its common stock was 
established on the National Automated Quotation System under 
the symbol "UIND**, 

High Low 

1987 
First Quarter 
Second Quarter 
Third Quarter 
Fourth Quarter 
1986 
First Quarter 
Second Quarter 
Third Quarter 
Fourth Quarter 

APPROXIMATE NUMBER OF HOLDERS OF 
COMMON STOCK 

Al March 1, 1988 there were approximately 1,400 holders of 
record of Common Stock of Industries. 

DIVIDEND INFORMATION 
No cash dividends were declared or paid during the two year 

period ended December 31,1987. Management believes it unlikely 
that Industries will pay dividends in the foreseeable future. 

ANNUAL REPORT ON FORM 10-K 
The Annual Report on Form 10-K for the year ended 

December 31, 1987 is available to stockholders without charge 
upon written request to the Company at 550 Post Oak Boulevard, 
Suite 525, Houston, Texas 77027. 

$2,251 
1.875 
2.25 
2.125 

$3,125 
3.375 
3.00 
2.00 

$1,623 
1.375 
1.25 
1.00 

. $2,125 
2.625 
1.625 
1.625 
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TO OUR STOCKHOLDERS: 

i 

Regretably. for the year ended December 31. 1981. USR Industries. Inc. (the "Corpora­
tion") sustained a net loss totaling $321,716 ($.28 per share) after a net loss of $474,317 
($.41 per share) during the fourth quarter. For the prior year ended December 31. 1980. the 
Corporation sustained a net loss of $335,530 ($.29 per share) after a net loss of $170,271 
($.15 per share) during the fourth quarter. Results for 1981 include adjustment for operations 
discontinued during 1981 or held for disposition as of the year end. During 1981 the Corpora­
tion recognized a loss of $86,181 ($.08 per share) from continuing opfrations on revenues of 
$3,616,406 compared lo a loss during the prior year of $358,311 (S.31 per share) from continuing 
operations on revenues of $3,189,290. 

ComnMntt on ResuHt 

Despite intense efforts by management operating results for 1981 were disappointing. How­
ever, we believe that through these efforts we have made substantial progress in laying the foun> 
dation to complete asset redeployment inlo sectors believed to offer stronger grow'.h potential 
and future prospects for the Corporation and its shareholders. 

The most significant event of the past year was divestiture of the business of the Corpo-
poration's former subsidiary, USR Chemicals, Inc., by sale of the subsidiary's assets to 
Mitsubishi Chemicat Industries Limited during the summer. Also of note during 1981, the 
Corporation purchased just under five percent of the common stock ot Boothe Financial 
Corporation, a San Francisco based company with substantial cash reserves that is active in 
real estate and the financial services industry, and agreed lo purchase an equity participation 
in Titan Wells, Inc., a company active in the important field of natural resource exploration 
and production. 

A»set Redeployment Program 

The primary objective of the Corporation's asset redeployment program is to review and 
restructure operations to improve future pertormance. Talented and devoted management per­
sonnel are important to the success of any business. However, at some junctures during \he 
development of a business the most important contribution by management may be to choose 
business sectors which are themselves healthy and present opportunities for growth. 

# 

In recent years, many have recognized that the markets for the products of certain basic 
American industries, such as the steel and automotive industries, are not healthy. Similarly, 
the Corporation's stockholders should be aware that the principal markets for products of 
the Corporation's subsidiaries—the television, automotive and watch industries—also are not 
healthy. Indeed, these industries have not enjoyed general prosperity for several years. The 
asset redeployment plan is intended to prune back the Corporation's exposure lo business 

: sectors deemed less desirable and io substantially increase participation in new sectors 
believed to offer a stronger future and improved growth potential. 

The broad outlines of the Corporation's asset redeployment program were established 
during late 1978. However, broad plans set forth objectives which can be achieved only through 
specific steps. Management is actively considering specific proposals to fulfill the business 
purposes of the Corporation's asset redeployment plan. Additional actions or proposals are ex­
pected to be communicated or presented for shareholder consideration as soon as prac­
ticable. 



Divestiture of Ihe Chemical Products Business: 
An Example of *h« Need lor Redeployment 

Sale of the chemical products business referred to above was motivated by several consid­
erations. Many small manufacturing businesses face difficult problems in the current 
economic climate. Although the chemical products subsidiary did enjoy periods of suc­
cess in recent years, its overall record was unsatisfactory and future prospects appeared lim­
ited. The large consumer electronics companies which constitute the subsidiary's principal cus­
tomers were subject to 'ntense price competition, fragmentation of market share and political 
pressure to maintain full employment despite softening economic conditions. Other factors 
also adversely affected the subsidiary's business, including the relatively high cost of manufac­
turing in the United States as compared to many areas of the world, disadvantageous interna­
tional trade agreements entered into by the United States and general public antagonism 
against American corporations. Fifteen years ago. woMdwide manufacturing and assembly of 
color television tubes and components were centered in the United States. Today, largely in 
response to the foregoing problems, the centers of this substantial industry have moved to 
Asia and Western Europe. 

The foregoing difficulties may be responded to more effectively by large multi-national 
companies than by a small domestic manufacturer such a : the Corporation. Accordingly, man­
agement was pleased to sell the subsidiary's assets to a well managed, strongly financed, 
international company. Mitsubishi Chemical Industries Limited. We wish our former employees, 
customers and the many friends of our chemical products subsidiary every future success. 

1981 Annual Meeting 

Although a full Annual Report and audited financial statements were regularly mailed to 
stockholders, no 1981 Annual Meeting was held. The Corporation was involved intensely in the 
sale of the business of its chemical products subsidiary during the months immediately 
preceeding and following the scheduled 1981 Annual Meeting. The agreement for sale of 
the business of the chemical products subsidiary was executed as of May 31, 1981. Primary 
payment was made thereunder on June 15, 1981 while a later adjusting payment, arrangements 
to provide for transfer of employee benefit programs, final internal accounting and other mat­
ters arising in connection with the transaction continued for a number of months thereafter. 

In addition to the need for uninterrupted concentration on the important negotiations con­
cerning the sale of the chemical products business described above, the Directors were also 
considering a proposal to establish an international domicile for the Corporation. Manage­
ment believed, however, that such proposal should not be submitted for stockholder review 
unless appropriate advance rulings had been obtained to clarify the government's posi­
tion as to interpretation of applicable tax regulations. Unfortunately, requests for govern­
mental rulings required considerably greater time and effort than had l)een anticipated. 

Originally it was intended to reschedule the 1981 Annual Meeting after advice was received 
from the government with respect to applicable tax regulations and materials could be finalized 
for submission to shareholders concerning an international domicile for the Corporation. Be­
cause the decision not to pursue such course at that time was not made until late in 1981 and 
the asset sale of the chemical products subsidiary required intense effort during several months 
in a row, management concluded that it was advisable to look toward the regular 1982 Annual 
Meeting to consider matters that would have been addressed in the prior year. 



N«w Otflc* Location 

In consonance with the intended emphasis on the natural resources sector, the Corpora­
tion has relocated its corporate office facilities to the heart of the natural resources Industry. 
The Corporation has selected a modest but well located facility In The Woodlands, Texas, a 
commercial office and home development project established only a few years ago under spon­
sorship of a major independent energy and real estate development ccnpany. Many corpora­
tions, including prominent energy companies, already are operating in this area. Management 
believes that this location and business environment can assist the Company in realizing its 
potential. 

In Approciation 

On behalf of both management and the Board of Directors. I wish to thank our employes, 
professional advisors and other friends for their many contributions. We hope that the long 
term performance of the Corporation will justify the confidence and hopes embodied in the 
plan for asset redeployment. 

Sincerely, 

( j ^ r f i - ^ i ( ^ ^ 

Ralph T. McElvenny, Jr. 
Chairman of the Board 
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USR INDUSTRIES. INC. AND SUBSIDIARIES 

CONSOUDATED STATEMENTS OF OPERA-nONS 

YMft ended DM«mb»r 31.1981,1980 and 1979 

1981 

(86.181) 

1980 
Revenues: 

Net sales 
Other Income 

Total revenues 

Costs and expenses: 

Cost of sales 

Selling, administration and general expenses 

Interest expense 

Total costs and expenses 

Loss from continuing operatioris t>efore income taxes and extraordinary 
Kem 

income tax (benefiQ 

Loss from continuing operations t>efore extraordinary Item 

Discontinued operations: 
Earnings from operations of discontinued businesses (less applicable 

Income taxes of $38,800 in 1981, $10,500 in 1980 and $630,000 in 1979) 
Loss on disposal of discontinued businesses (including income taxes 

of $86,300) 

Earnings (loss) from discontinued operations 

Earnings (loss) t>efore extraordinary item 

Extraordinary Hem—tax beneft from net operating loss carryforward 

Net earnings (loss) 

Earnings (loss) per share: 

Loss from continuing operations l>efore extraordinary item 

Earnings (loss) from discontinued operations 

Eamlrigs (loss) before extraordinary item 

Extraordinary item 

Net earnings (loss) 

Weighted average number of common shares and 
common sfiare equhmlents 

See accompanying notes to consolidated financial statements. 

(358.311) 

1979 

$3,380,932 

235.474 

3.616.406 

2.556.435 

1.126.890 
19.262 

3.702,587 

(86.181) 

— 

3.040.498 

148.792 

3.189.290 

2.394,598 

1.242.896 
7.107 

3,644.601 

(455.311) 

(97.000) 

2.765.174 

95.725 

2,860.899 

2,184,708 

1.180.396 

31.029 

3.396.133 

(535,234] 

— 

(535,234) 

44.397 

(385.032) 

(340.635) 

(426.816) 

105.100 

$ (321,716) 

$ (.08) 

( i») 

(.37) 

.09 

$ (.28) 

1.163.919 

12,281 

12,281 

(346,030) 

10.500 

(335,530) 

(.31) 

.01 

(.30) 

.01 

(•29) 

1.164.136 

734.030 

734.030 

198.796 

492,000 

690.796 

(.46) 

.63 

.17 

.42 

.59 

1.168,013 
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USR INDUSTRIES. INC. AND SUBSIDIARIES 

CONSOUDATED BALANCE SHEETS 

December 31,1981 and 1980 

ASSETS 

Current assets: 

Cash. Including short-term Investments of $1.4 mlllkm in 1981 

Receivables: 

Trade accounts, less allowance for doubtful accounts of 
$20,780 in 1981 and $24,532 in 1980 

Other recehrables 

Net receivables 

Inventories 

Prepaid expenses 

Net current assets of discontinued businesses 

Total current assets 

Ownership of non-consolMated sutwkllary 

Other investments 

Property, plant and equipment, at cost 

Less accumulated depreciatk>n and amonlzatlon 

i Net property, plant and equipment 

Net norv.current assets of discontinued businesses 

Other assets 

UABILITIES AND STOCKHOLDERS' EQUITY 
Current liabilities: 

Current Installments under capital lease 

Accounts payable—trade 

Accrued expenses: 

Salaries and wages 

Pensions 

Professional fees 

Otner 

Total accrued expenses 

Income taxes 

Total current liabilities 

Long-term obligations under capital lease excluding current installments 

StockhoMers' equity: 
Common stock of $1 par value per share. 

Authorized 3,500,000 shares; issued 1.168,698. less 7.162 shares in 1981 
and 4,562 shares In 1980 held in treasury 

Addittonal paid-in capital 

Retained earnings 
Less: allowance for net unrealized toss on non-current marketable 

equity securities 

Total stockholdars' equity 

1981 

66.271 

1980 

$1,633,505 

565.536 
78.864 

644.390 

329.618 

41.110 

64,^5 

2.713.018 
S11.306 

^^19.154 

2,076.153 

1.641.416 
434.737 

216.550 

1.911 

$6,196,676 

$ 449 

199336 

133.500 
82.047 

115.500 
227.749 

558,796 
7585 

766.466 

466.546 

605.629 

2S.115 
630.744 

393.904 

69.174 

2.522,394 

4,082.762 
960,564 

351,260 
2^)50.206 

1,548,240 
501,966 
904,214 

4410 
6.805.081 

418 
445.477 

55.799 
88.928 

159.925 
195.738 

500,390 
7,385 

953.670 

66.720 

1,161.536 

856.257 
3,506.146 

(160.000) 
5,363,939 

$6,196,676 

1,164,136 
858.843 

3JB27,862 

(68.150) 

5.784.681 
6805 081 

See accompanying notes to consolidated financial statements. 
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USR INDUSTRIES. INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY 

Years ended December 31,1381,1960 and 1979 

Common stock(l) 

Balance at t>eginning of year 

(1.164.136 shares in 1981; 1.114,136 in 1980; 1,114,138 in 1979) 

Treasury stock acquired 

Issuance of stock in purchase transaction 

Balance at end of year 
(1.161.536 shares in 1981; 1,164.136 in 1980; 

1.114,136 in 1979) 

Additional paid-in capital 

Balance at beginning of year 

Treasury stock acquired 

Issuance of stock in purchase transaction 

Balance at end of year 

Retained earnings 

Balance at beginning of year 

Net Income (loss) 

Balance at end of year 

Allowance for loss on non-current marketable 
equity securities 

Balance at t>eginning of year 

Net unrealized loss 

Balance at end of year 

Total stockholders' equity 

Balance at beginning of year 

Net change during the year 

Balance at end of ye?r 

1981 1980 1979 

$1,164,136 

(2.600) 

— 

$1,161,536 

1.114.136 

— 

50.000 

1,164.136 

1.114.136 

(2) 

— 

1.114,136 

$ 858,843 

(2.586) 

— 

S 856.257 

$3,827,862 

(321.716) 

$3,506,146 

$ (66,150) 

(93,650) 

$ (160.000) 

$5,764,691 

(420.752) 

Lr:,363.939 

783.843 

— 

75.000 

658.843 

4.163.392 

(335,530) 

3.827.862 

(66.150) 

(66.150) 

6.061.371 

(276,680) 

5.784.691 

783,641 

2 

— 

783,843 

3.472.596 

690,796 

4.163,392 

— 

— 

5370,575 

690,796 

6061.371 

(1) Net of common slock in treasury of 7,162 shares at December 31, 1981 and 4,562 shares at December 31. 1980 arid 
1979. • 

See accompanying notes to consolidated financial statements. 



USR INDUSTRIES, INC. AND SUBSIDIARIES 

CONSOUDATED STATEMENTS OF CHANGES IN RNANCtAL POSITION 

Years ended December 31.1981,1980 and 1979 

1981 1980 1979 
SOURCES OF WORKING CAPITAL: 

Continuing operations: 
Loss from continuing operations 
Items which do not use (provide) workirig capital: 

Depreciation and amortization 
Deferred income taxes (banefit) 
Equity in earnings of non-consolidated subsidiary 

Working capital provided by (used for) continuing 
operations 

Discontinued operatior.s: 
Earnings (loss) from discontinued operations 
Items which do not use (provide) working capital: 

Depreciation and amortization 
Net t>ook value of non-current assets of discontinued opera­

tions 
Working capital provided by discontinued operations 
Working capital provided by (used for) continuing and dis-

tinued operations 
Issuance of common stock to acquire investment 
Extraordinary item 
Return of capital and interest payment from non-consolidated subsidiary 
Loss on disposition and write-downs of machinery, equipment and other 

assets 
Proceeds from sale of machinery and equipment 
Other 
Decrease in working capital 

USES OF WORKING CAPITAL: 
Additions to plant and equipment 
Decrease In long-tenn lease obligations 
Investment in non-consolidated subsidJa.7 
Expenditures for other investments 
Treasury stock acquired 

CHANGES IN COMPONENTS OF WORKING CAPITAL: 
Increase (decrease) in current assets: 

Cash 
Receivables 
Inventories 
Prepaid expenses 
Net current assets of discontinued operation 

Increase (decrease) in current liabilities: 
Current installments under capital lease 
Accounts payable—trade 
Other current liabilities 
Accrued expenses 
Inconhe taxes 

5,186 

$ 2,099.319 410,655 

(187,204) (153,686) 

$ (86,181) 

99,452 

(69.492) 

(56.221) 

(340.635) 

103.310 

584.354 
347.029 

290.808 

105.100 
518.750 

2.121 
1.182,540 

$ 2.099.319 

$ 31.940 
449 

2.061.744 

(358.311) 

87.311 
(97.000) 

(138.260; 

(506.260) 

12,281 

184,835 

(81,884) 
115,232 

(391,026) 
125.000 
10.500 

237.500 

9.909 
3,360 
(1.607) 

417.021 

410,655 

186.137 
418 

224.100 

(535.234) 

93,914 
97,000 

(59.288) 

(403,608) 

734.030 

188,062 

(182,628) 
739,484 

33'i.876 

492,000 

13,678 
2.000 
(1.327) 

414,067 

1,256,294 

37.352 
25.632 

1.000.000 
193,310 

1,256,294 

$1,166,959 
13,645 

(64,286) 
(28.064) 

(2,457.999) 
(1.369,744) 

31 
(245.641) 

— 
58.406 

— 

(374.801) 
66.499 
(28.897) 
24,370 

(257.878) 
(570,707) 

(25.214) 
134.402 

(140.263) 
(18.168) 

(104.443) 

326.987 
(V8,517) 
111,754 
12.094 

(176.990) 

95,328 

996 
120.911 
140.263 
206,226 
40.999 

Decrease In working capital $(1,182,540) (417,021) 
509,395 

(414,067) 

See accompanying notes to consolidated financial statements. 
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USR INDUSTRIES, INC. AND SUBSIDIARIES 

NOTES TO CONSOUDATED HNANCIAL STATEMENTS 

December 31,1981.1980 and 1979 

) 

I 

: 

i 

S 

(1) Summary of Significant Accounting Principles 

(a) Financial Statement Reclassification 

The accompanying consolidated financial state­
ments for USR Industries, Inc. f'lndustries") and sub­
sidiaries have t>een reclassified to reflect the planned 
dispositton of Industries' wholly owned sut>$kjiary. 
Safety Light Corporation ("SLC"), the sale during 1961 
of the net assets and business of Industries' wholly 
owned subsidiary USR Chemicals, Inc. ("Chemicals") 
and to classify their respective operations as discon­
tinued. See also note 2 ("Discontinued Operations"). 
Except as otherwise indicated, all firtancial information 
relates to continuing operations. 

(b) Principles of Consolklation 

The consolidated Tinancial statements include the 
accounts of USR Industries and its wholly owned sub­
sidiaries USR Lighting, Inc. C'Lighting") and USR 
Metals, Inc. C'Metals"). Accounts relating to the opera­
tions cf Chemicals and SLC are included in the con­
solidated financial statements as discontinued busi­
nesses. Investment in a non-consolk)ated, wholly owned 
subsidiary, Unatco Funding Corporation ("Unatco"), is 
stated at cost plus equity in that subsidiary's earnings 
since its inception In 1979. 

All material intercompany accounts and transac­
tions have t>een eliminated in consolidation. 

(c) Inventories 

Inventories of raw materials are priced at the lower 
of cost (first-in. first-out) or replacement market. Work-
in-process and finished goods inventories are valued at 
the lower of average cost or market (replacement cost 
or net realizable value). 

(d) Property. Plant and Equipment 

Depreciation and amortization are provided on a 
straight-line basis, in amounts sufficient to write-off the 
cost of depreciable assets over their estimated useful 
lives. 

Expenditures for maintenance and repairs are 
charged to costs and expenses as incurred. Expendi­
tures for renewpic and betterments are capitalized. It 
is the policy ' I Industries and its subsidiaries to 
relieve the asset accounts and related accumulated 
depreciation ol assets abandoned, sold, retired or 

otherwise disposed of and to include in current opera­
tions any gains or losses realized thereon. 

(e) Income Taxes 

Deferred income taxes are recorded to reflect the 
effect of timing difle.'ences in computir^ income for 
financial reporting and mcome tax purposes. Industries 
and its subsid aries account for investment tax credits 
using the flow-through method. 

(f) Earnings (Loss) Per Share 

Net earnings (loss) per common sfure are based 
on ti)e weighted average number of outstanding shares 
and equivalent shares from dilutive stock oi.tio.ns. in 
1979. the earnings per common share assum-ng full 
dilution is the same as eamings per common share. 
The assumed exercise of stock options in 1981 and 
1980 would be antl-dilutive. 

(g) Research and Development 

Research and development expenditures are 
charged to operations as incurred. Total research arxl 
development expenses during Xhe years ended Decem­
ber 31. 1981. 1980 arxl 1979 were $63,750. $68,063 and 
$60,200 respectively. 

(2) Discontinued Operation 

On June 15, 1981, Industries so!d certain assets 
owned by or used in the bu?ir\e$s ;.' Cheincals to Mit­
subishi Chemical Industries Ltd.. a Japanese corpora­
tion, for a purchase price of app-'sxl nately $2.4 million. 

Pursuant to a plan epprovcc by tr.<̂  Board of Direc­
tors on December IS, 1981. Ir;ystries irdends to sell 
the stock of its wholly owned scbsidi-.ry SLC and cer­
tain assets of USR Ifetals. Ir>c. to a group lead by 
current executive officers of SLC at a pirchase price 
of approximately $350,000 (including en 8% secured 
promissory note of $315,000 payable over 8 years). The 
transaction is expected to be completed dtsring 1982. 

Net loss on disposal of discontinued business rep­
resents the estimated loss of $460,000 resulting from 
the ultimate disposition of SLC less net gain of $161,300 
before income taxes of $86,300 from the sale of Chenv 
icals. 

The consolidated balance sheet at Decemt>er 31, 
1980 includes net assets of discontinued operations at 
cost; while the Consolidated Balance Sheet at Decem­
ber 31, 1981 includes such items at their estimated net 
realizable value. 
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NOTES TO CONSOUDATED FINANCIAL STATEMENTS (Continued) 

Tbe operations ot Chemicals and SLC are reported 
in the accompanying consolidated statements of opera­
tions as discontinued operations. Such amounts include 
net sales of $2,073,582 in 1981; $5,222,943 in 1980 and 
$8,798,923 in 1979. 

(3) Corporat* Restructuring 

The financial statements for 1979 relate to United 
State;> Radium Corporation ("USRC"). Pursuant to an 
Agreeiwnt and Plan of lUlerger dated May 16, 1980 
and approved by shareholders of USRC, on August 27, 
1980 a newly formed subsidiary of Industries was 
merged into USRC on a basis whereby shares of com­
mon stock of USRC were deemed to have t>een con­
verted share for share into shares of common stock of 
Industries. 

(4) Inventories 

Stated values ol inventories include costs ol ma­
terial, latx>r and manufacturing overhead related to 
purchases or production cost The components of 
inventories are as follows: 

Raw material 

Work-in-process 

Finished goods are not significant because such 
items are shipped and billed to customers upon com­
pletion. 

(5) Ownership of Non-Consolidated Subsidiary 

Industries' investment in Unatco is shown as a 
nonKTonsolidated subsidiary reflecting Unatco's intent 
primarily to invest in and finance ventures and to dis­
tinguish its business as t>eing substantially different from 
that of Industries, which is primarily invohred in manu­
facturing. Condensed finarKial data of Unatco is pre­
sented below. 

December 31 

1981 

$113,831 

215,787 

$329,618 

I960 

117,643 

276,261 

393,904 

UNATCO FUNDING CORPORATION 
CONDENSED BALANCE SHEETS 

December 31,1981 and 1980 

1M1 
ASSETS 

Cash 

Short-term investments 

Interest receivable 

$ — 
511.459 

560 

$S1Z019 

1980 

21,238 

936,964 

2,342 

960,564 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Current liabilities: 
Interest end accounts 

payable due parent 
company 

Accrued expenses 

Convertible subordinated 
debentures 

Slockhoklers' equity: 
Capital stock 

Retained earnings 

Total stockholders' 
equity 

$ 15.000 

2.345 

17.345 

200.000 

100.000 

194.674 

294.674 

$5U019 

14.054 

1.831 

15.885 

500.000 

300.000 

144,679 

444.679 

960,564 

All outstanding convertible sut>ordinated debts.ntures 
were owned by Industries at Decemt>er 31, 1981. 

CONDENSED STATEMENTS OF EARNINGS 
Years ended December 31,1981 end 19W aiKl 

six months ended December 31, 1979 

19t1 1980 1979 

Interest ir>come 
Cost and expenses (iiKluding 

parent company interest 
charges) 

Nat earnings'^) 

$71,845 138.301 61.033 

21,849 32.331 22.324 

$49,996 105,970 38.709 

(*> For U.S. income tax purposes, all of the net eamings 
ot Unatco are ittcluded as gross irK;ome to Industries. 
For financial reporting purposes, Urtatco!s net earn­
ings are included in other iocome in the consolidated 
statements of operations of Industries. 
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NOTES TO CONSOUDATED FINANCIAL STATEMENTS (Continued) 

(6) Property, Plant and Equipment 

A summary of property, plant and equipment at 
Decemoer 31, 1981 and 1980 is as follows: 

1981 1980 

Building and building 
equipment 

Machinery and equipment 
Office furniture and fixtures 
Leasehold improvements 
Construction-in-progress 

.. 

$ 183.254 
1.561,127 

123,335 
192,419 

16.018 

$2,076,153 

183,254 
1.510.389 

120.494 
151.482 
84.587 

2,050.206 

(7) Pension Plan 
Industries and its subsidiaries have in effect sev­

eral pension plans which together cover substantially 
all employees. Total pension expense was $53,687. 
$46,360. and $61,869 for the years 1981, 1980 and 
1979 respectively. Included in pension expense is the 
amortization of past service costs over a maximum of 40 
years. Industries makes annual contributions to the 
plans equal to the amounts accrued for pension ex­
pense. Accumulated plan t>enefits and net assets avail­
able for benefits as of January 1, 1981 and 1980 (the 
most recent actuarial valuation dates) is presented 
below: 

January 1 

1981 
Actuarial present value of 

accumulated plan benefits: 
Vested 

Non Vested 

Net assets available for 
benefits 

$2,168,321 

125.713 

1980 

1.956,274 

115.089 

$2,294,034 2.071.363 

$2,017,076 1.782.359 

The weighted average assumed rate of return used 
in determining the actuarial present value of accumu­
lated plan benefits was 8 per cent for 1981 and 1980. 

Changes in the actuarial assumptions used in com­
puting pension expense, for continuing and discontinued 
operations during 1980 and 1979"had the effect of reduc­
ing such expense by approximately $36,000 in 1980 and 
$41,000 in 1979 below the level which would have 
resulted under the assumptions applied in prior years. 

(8) Income Taxes 

The tax provision differs from the amounts of 
"expected" tax provision computed by applying the 

applicable statutory income tax rate lo the eamings 
(toss) from continuing operations t>efore income taxes 
and exlrordinary item, as shown below: 

Computed "expected" 
tax benefit 

Dividend received ex­
clusion 

Book loss carryforward 
for which r)o current 
tax t>enefit is available 

Application of t>ook 
loss carryforward to 
deferred tax credit 

Income tax credit 

1981 

$(40,000) 

(16.300) 

1980 1979 

(209.000) (246.000) 

56.300 209.000 246.000 

— (97.000) 

$ — (97.0C0) — 

In 1981 Industries recognized a tax expense of 
$125,100 related to the eamings from discontinued 
operations of $83,200 and a qain on the disposal ot 
Chemicals of $161 .OCJ. The difference t>etween the tax 
provided and the tax computed at the statutory rate ol 
46% is comprised of recaptured tax arnl state mcome 
taxes net of Federal tax benefit An extraordinary item 
of $105,100 tias beon reco«)nized for \he tax bertefit of 
rtet operating loss carryforward utilized for finaiKial 
statement purposes. The tax benefit of tt>e estimated 
toss on the disposal of SLC will be recognized in ttM 
future as an extraordinary item at the time such loss 
reduces irx»me tax liability. For 1980 and 1979 income 
taxes related to discontinued operatiorts ttave t>een re­
classified; such reclassifications have rK> effect on net 
eamings (loss) for such years. 

Taxes currently payable consist of Federal income 
taxes payable of $4,000 representing recaptured tax arwj 
state ir>come taxes of $16^000 applicable to discontinued 
operations in 1981. There were no taxes payable in 
1980. In 1979 current taxes payable were $22,000 relat­
ing to state income taxes for discontinued operations. 

In 1980. for financial statement purposes the tax 
effect of the operatirtg loss has t>een recognized by 
eliminating the deferred tax credit of $97,000 which 
arose in a prior year. To the extent that tlie tax loss 
carryforward is realized in the future, such deferred 
credit wiii be reinstated at the tax rates tl>en in effect 
A cumulative deferred tax charge of $38,300 which arose 
in prio. years was written off in 1976. t>ecause Aiture 
realization was not assured. In the event that expense 
to which &<xh deferred tax charge relates is applied in 
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NOTES TO CONSOUDATED FINANCIAL STATEMENTS (Continued) 

reducing future taxable income, the tax effect thereof 
will t>e recorded as extraordinary Income at that lime. 

At December 31. 1961. Industries and its subsidi­
aries had a net operating loss carryforward lor financial 
statement purposes ot approximately $459,000, and a 
capital loss carryforward of approximately $460,000. 
For financial statement purposes the tax benefit from 
such carryforward will t>e recorded as extraordinary 
Income to the extent that future earnings are generated 
within the loss carryforward period In excess of the 
amounts required to restore deferred tax credits. 

At December 31. 1981. Industries and its subsidi­
aries 'we a tax loss carryforward of approximately 
$538.-: ., of which $110,000 expires in 1994 and $417,000 
expires in 1995. In 1980 the Internal Revenue Service 
completed its examir^ations of Industries' Federal irtcome 
tax returns for the years 1975 through 1977. No addi­
tional tax other than ttMt previously provided for was 
assessed. Industries' net operating loss carryforward 
may t>e reduced upon the sate of the stock of SLC. 

(9) Common Stocic 

In 1979, stockholders approved the grant of non­
qualified stock options to purchase 50,000 shares of 
common stock to each of Messrs. Ralph T. McElvenny, 
Jr., Chairman of the Board, and Brian P. Burns, Chair­
man of the Executive Committee, at a price of $2.50 
per share ($250,000 in the aggregate) exercisable at 
any time in whole or in part through April, 1966. The 
closing price of Industries' common stock as traded 
on the American Stock Exchange as of the date of the 
grant was $2.63 per share ($263,000 in the aggregate). 
As of December 31, 1981 such options had not been 
exercised. 

Industries has adopted a program to make repur­
chases of its common stock. Onder the program, from 
time to time Industries may repurchase a total of up to 
75.000 shares In the open mprkol or privately at prices 
deemed attractive. As of December 31,1981 2.600 shares 
have t>een purchased at an average price of $2.00 per 
share. 

(10) Information on Segments of Business, Exports 
and Major Customers 

Industries' significant business segments are pre­
sented below. 

Lighting Products. The lighting prod­
ucts subsidiary manufactures lighted 
and unlighted instrument panels and 
dials, primarily for aerospace and 
electronic application. 

Metal Products. The metal products 
subsidiary primarily supplies preci­
sion marked dials and other compo­
nents for watches, aerospace and 
electronic applications, and unlighted 
and self-luminous dials for watches, 
clocks and timers for consumer and 
automotive applications. 

Financial data respecting the above Industry seg­
ments, exports and major customers in 1981, 1980 and 
1979 are as follows (in thousands): 

Year ended December 31 

et sales and other income 

Lighting Products 

Metal Products 

Other Income 

1981 

$2,422 

959 

235 

$3,616 

1980 

2.060 

980 
149 

3.189 

1979 

1.478 
1,287 

96 

2.861 

Earnings (loss) from continuing 
operations t>efore income taxes, 
allocated administration expense 
and extraordinary items 

Lighting Products 

Metal Products 

Corporate Expense 

Other Income 

Interest Expense 

Identifiable assets 
Lighting Products 

Metal Products 

Discontinued operations 
Corporate (principally 

cash, investments and 
office facilities) 

$ 642 

60 
(1.004) 

235 

(19) 
$ (86) 

$1,072 

400 

281 

4.444 

451 

28 

(1,076) 

149 

(7) 
(455) 

951 

449 

3,426 

1.979 

282 

125 

(1.007) 

96 

(31) 
(535) 

690 

540 

3.787 

2.316 

$6,197 6.805 7.333 
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NOTES TO CONSOUDATED HNANCIAL STATEMENTS (Continued) 

Information on Segments of Business, Exports 
and Mc}or Customers (Cont'd) 

Year Ended Deceml>er 31 

Depreciation and amortization 
Lighting Products 
Metal Products 
Discontinued operations 
Corporate 

Capital expenditu:«s 
Lighting Products 
Metal Products 
Discontinued operations 
Corporate 

1981 

$ 39 
45 

103 
15 

$ 202 

$ 16 
3 

46 
14 

$ 79 

1980 

23 
50 

185 
14 

272 

171 
2 

78 
13 

264 

1979 

22 
52 

189 
19 

282 

12 
20 

163 
5 

200 

In 1981 Industries largest customer accounted for 
14% of total revenue. In 1980 no one customer's sal 
accounted for 10% or more total revenue. In 1979 Indus 
tries largest customer_fl£CQUQted—fon5%~-.oLJc>tal 
revenue 

^ ) Uasee 
Industries' plant, facilities,are leased urtoe.- non-

cancellable lease?, the initisi terms of which will expire 
at various times during the next three years. Manage­
ment anticipates that in the normal course of business, 
such leases will be extended or replaced by other 
leases. 

Operating Leases. Lighting has a production facil­
ity under an operating lease which provides for minimum 
lease payments of approximately $50,000 annually 
through 1983. 

Total rent expense charged to operations, which 
Includes the at>ove operating tease, during the years 
ended December 31. 1981, 1980 and 1979 was $63,220 
$53,588 ar.d $54,544 respectively 

(12) OffieFlnvS 

(a)^During 1980, Industries executed a commitment 
agreement with Traverse Oil Company ("Traverse") 
Traverse City. Michigan, pursuant to which Industries 
committed to participate with Traverse In drilling test 
wells under Traverse's 1980 oil and gas exploration pro­
gram at an estimated cost to Industries of $200,000. 
Joseph G. Kostrzewa. a Director of Industries, is Presi­

dent and a Director of Traverse. As of December 31, 
1981. Industries had paid or accrued liabilities under its 
commitment with Traverse totaling approximately 
$144,000 of which $132,000 applicable to dry holes was 
charged to operations. 

Because of Industries' operating losses, the eco­
nomics of exploration drilling t>ecame less favorable to 
Industries than at the date wtten the commitment was 
executed, at which point it was expected that Industries 
would generate taxable earnings for 1981. Accordingly, 
Industries' Board of Directors sought relief from ongoing 
financial responsibility utMJer ttte drilHt^ ccmmitment 
and authorized Messrs. Brian P. Bums, a Director of 
Industries, and Ralph T. McElvenny, Jr.. Chainnan of 
Indtntries, together with certain unrelated persons wfx> 
were financially qualified and acceptable to Traverse, 
to assume Industries' ongoing finartciat responsibility 
sut>sequent to March 13, 1981. All such rights and lia­
bilities were assumed on the same terms and conditions 
as under Industries' original commitment agreement of 
1980. The approximate aggregate amount of all costs 
and expenses assumed for the period .ifter March 
13. 1981 is estimated as not less th«n $125,000. 

(b) During March, 1981 Industries reached agree­
ment with Titan Wells, Inc. ("Titan") to purchase from 
Titan warrants exchangeable on a one-for-one basis 
into 250,000 shares of voting common stock of Titan 
at a price, subject to certain conditions, of $2.00 per 
{warrant, totalling $500,000. Mr. Ralph T. McElverrr. Jr.. 
iS Ct\airman of \he Board and a controlling stocklwlder 
of Titan. Titan owns directly at December 31. 1981. 
: 193.603 shares ol common stock of Industries, consti-
luting approximately 25% of tho total shares outstand-
i ig . In view of changes in general market conditions 
^nd of the time required by Titan to complete additional 

arrant sales to third parties havic^ CM equivy owner-
hip in Titan as of January 1. 1981. which sales had 
een required by Industries as a condition to its 
nvestment during Decemt>er. 1981 the parties modified 
their agreement and adjusted the purchase price to 
$1.20 per warrant. At the more favorable price as 
adjusted. Industries' warrants are exchangeable into 
416,667 Titan shares constituting approximately 15% 
of tt>e total of Titan's common stock outstanding. The 
warrant contract bears no expiration date but may be 
rescinded by Industries unless Titan receives paid sub­
scriptions to purchase at least 150,000 shares of its 
common stock at price of not less than $1.35 per 
share and the issuance of the underlying Titan 
shares shall have been authorized by Titan sharehold­
ers as of June 30. 1982. Mr. McElvenny has agreed to 
vote all of the Titan stock beneficially owned by him 
in favor ol a proposal to appropriately increase 'Titan's 
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NOTES TO CONSOUDATED FINANCIAL STATEMENTS (Continued) 

number of authorized shares. Titan is a public company 
which files with tt>e Securities ar>d Exchange Commis­
sion, under Commission File Numt>er 0-4132. reports 
required under the Securities and Exchange Act of 1934. 

(c) At the Annual Meeting of Stockholders of USRC 
held May 16. 1979, a proposal to purchase interasts In 
certain lr>come producing oil and gas welts and explora­
tion acreage owned by Titan Wells. Inc.. on terms 
approved by the Board of Directors, was ratified and 
approved by stockholders. In connection with such 
transactions, USRC issued to Titan 50,000 restricted and 
unregistered shares of USRC common s'ock, valued at 
$2.50 per share, and assumed $43,795 principal amount 
of bank indebtedness of Titan. 

(d) During 1981 Industries established a stock 
ownership in Boothe Financial Corporation ("SFC"), a 
San Francisco, California based company engaged in 
diversified real estate and financial services At present. 
Industries owns directly 72,000 shares of BFC or slightly 
less than five percent of dFC's total shares outstanding, 
for which Industries paid an average price of $25.22 
per share inclusive of commission charges for a total 
of $1,816,000. During September, 1981 Mr. Brian P. 
Bums, a San Francisco attorney who is a Director and 
Chairman of the Executive Committee of Industries and 
who has been a Director of BFC since 1976, was named 
Chairman of the Board and Chief Executive Officer of 
BFC. Also. Mr. Ralph T. McElvenny, Jr., Chairman of the. 
Board of Irtdustries, was named a Director and member 
pf the Executive Committee of BFC. 

(e) A summary of investments carried at the lower 
of cost cr market is is follows at Oecemt>er 31, 1981 
and 1980: 

Names of Issues 

First of Denver Mortgage 
Investors 

Boothe Financial Corporation 
Titan Wells. Inc. 

Oil and gas working interests 

Total 

1981 1980 

$ — 146.250 
1.656.000 — 

500.000 — 
163.154 205.010 

$2,319,154 351.260 

(13) Legal Proceedings 
(a) On May 9, 1980 SLC, the corporate successor 

to USRC, initiated action in Superior Court. Morris 
County. New Jersey, against Penteco. a California part­
nership and SLC's former distributor ot certain com­
mercial self-illuminating emergency signs, seeking. Inter 
alia, judicial declaration that because of Penteco's 
conduct SLC was justified in terminating Penteco as its 
distributor. This action has been stayed pending the 
outcome of the California litigation described t>elow. 

In a separate action filed by Penteco against USRC 
on May 9,1980 in U.S. Distrtet Court, Central District of 
California, Penteco ttas asserted claims against SLC 
for lost profits and other damages due to the alleged 
breach of such contract by SLC, which purportedly may 
exceed $750,000 and added claims for treble damages 
under the Sherman and Clayton Acts tor purported anti­
trust violations by SLC in connection with terminat'ion 
of such contract SLC has asserted several counter­
claims in the California action, including claims for 
breach of contract, for goods sold and delivered at 
Penteco's request and for tortious interference by Pen­
teco with the SLC's contrachial relationships. 

SLC has t>een advised by counsel that it has meri­
torious defenses to the allegations by Penteco. At 
present, because the litigation is in its pretrial stages, 
the outcome is difficult to predict; however, manage­
ment intends to vigorously contest this litigation and. 
based on its current knowledge as to the allegations l>y 
plaintiff, believes that the ultimate possibility of material 
recovery by plaintiff is unlikely. 

(b) In February. 1981 a copy of a civil complaint 
was received which had t>eeo filed in January, 1981 
in the U.S. District Court for the Southem District of 
Indiana by an individual plaintiff on her own behalf and 
as administratrix of her late husband's estate, naming 
USRC. five pther named persons and various unnamed 
persons as defendants. The complaint alleged persortal 
injury and wrongful death of plaintiff's decedent for 
alleged injury in handling radioactive materials and 
sought damages in unspecified amount to be proven at 
trial and punitive damages of one million (fsMer?. 

On August 7. 1981 plaintiff's action was dismissed 
Plaintiff received no payment or other recovery whatso­
ever against USRC. 

(c) On April 2. 1981 an action was commetKed in 
Superior Court of New Jersey by one T & E Industries, 
Inc. against USRC and alleging, inter alia, that property 
owned in Orange, New Jersey suffers from contamina­
tion from certain radioactive materials deposited thereon 
by USRC during prior years. The plaintiff seeks damages 
in unspecified amount to be proven at trial in compen­
sation for injury to its property and business. The liti­
gation, which is in its eariy stages, appears to arise from 
operations conducted by USRC at some time or times 
during the period from 1917 to World War II In 1943. 
While it is too early for counsel to form an opinion as to 
the probablf outcome, management intends to vigor­
ously contest this litigation and, based on its current 
knowledge as to the allegations by plaintiff, believes 
that the ultimate possibility of material recovery by 
plaint-ff is unlikely. 
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ACCOUNTANT'S REPORT 

i 
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The Board of Directors and Stockholders 

USR Industries, Inc.: 

We have examined the consolidated balance sheets of USR Industries, inc. and subsidi­
aries as of December 31, 1981 and 1950 and the related consolidated statements of operations, 
stockholders' equity, and changes in financial position for each of the years in the three-year 
period ended December 31, 1981. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the accounting records 
and such olher auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly the 
financial position of USR Industries, Inc. and subsidiaries at December 31, 1981 and 1980 and 
the results of their operations and the changes in their financial position for each of the years 
in the three-year period ended December 31, 1981. in conformity with generally accepted 
accounting principles applied on a consistent basis. 

Short Hills, New Jersey 
March 17. 1982 ^ ^ n fd. 
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USR INDUSTRIES, INC. ANO SUBSIDIARIES 

HNANCIAL REVIEW 

SELECTED FINANCIAL DATA 

(The five years of selected financial data are not covered by accountants' Report) 

(In thousands except per share amounts) 

Year Ended December 31 

Total revenues 

Loss from continu­
ing operations 
before extraordi­
nary Items 

Loss per share 
from continuing 
operations before 
extraordinary 
hems 

At year-end 
Total assets 

Long term 
obligation 

1981 

$3,616 

$ (86) 

$ (.08) 

$6,197 

$ 66 

1980 

3.189 

(358) 

(.31) 

6,605 

67 

1979 

2,861 

(535) 

(.46) 

7,333 

, 67 

1978 

3,227 

(625) 

(.56) 

6.061 

93 

1977 

2,927 

(397) 

(.36) 

7,026 

117 

No cash dividends have been declared of the above 
in any years. 

MANAGEMENTS DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION 

AND RESULTS OF OPERATIONS 

Uquidity and Capital Resources 

Industries and its subsidiaries depend upon internally 
generated earnings to furnish adequate capital to finance 
their acfivities. 

During 1981 many customers of Metals and Lighting, 
especially in automotive and watch makers, were forced 
lo adjust inventories, manufacturing procedures and levels 
of general business activity in response to competition 
from overseas imports, poor economic conditions In the 
United States, inflationary trends and other factors. 

At year end working capital had decreased by $1.2 
million compared to December 31. 1980, while the ratio 
of current assets to current liabilities decreased from 
4.3:1 at December 31, 1980 to 3.6:1 at December 31, 1981. 
Industries' stated liquidity position diminished due pri­
marily to the sale of Chemicals, the proceeds of which 
were used to purchase shares of common stock of Boothe 
Financial Corporation ("BFC") which are classified in the 
accompanying statements as a non-current asset. To 
fund its internal cash needs Industries relied primarily on 
reduction of accounts receivable and other current ac­
counts. Except as required in the ordinary course of 
iMJslness, Industries has no plans to make material addi­
tional capital expenditures in the near future. 

Trend 
Metals and Lighting are attempting to adjust opera­

tions to respond to adverse economic conditk>ns and 
changing patterns of consumer preferertce. In view of 
Industries' record of performance over several years there 
can be no assurance that, if required, extemal debt or 
equity could be obtained either privately or in the public 
capital markets. In response to what it believes are ad­
verse trends in its continuing business sectors, the avail­
ability of better opportunities for growth and potential 
appreciation in other sectors and otl)er factors. Industries 
is actively considering alternative methods of redeploying 
its assets, including sale of assets and ottter restructuring, 
ptrsuant to its program of asset redeployment 

During 1981 Industries established an ownership posi­
tion in the common stock of BFC, a San Francisco, Cali­
fornia based company engaged in diversified real estate 
and financial services. Industries owns directly 72,000 
shares of BFC or slightly less than five percent of BFC's 
total shares outstanding, for which Industries paid an 
average price of $25.22 per share inchisive of commission 
charges, for a total of $1,816,000. BFC is believed to t>e 
an attractive investment for Industries, primarily because 
(1) it is engaged in economic sectors—real estate and 
financial services—previously identified by maitagement 
as potential growth areas and (2) BFC enjoys a liquid 
financial position, having reported cash and cash-equiva­
lent holdings as of September 30,1981 totaling $42,658,000, 
or approximately $26.64 per share of BFC conunon slock 
outstanding as of that date. During Septemt>«lr 1981, Mr. 
Brian P. Burns, a San Francisco attorney wtx> is a Director 
and Chairman of the Executive Committee of Industries 
and who has been a Director of BFC since 1976, was 
named Chairman of the Board and Chief Executive Officer 
of BFC. Also, Mr. Ralph T. McElvenny. Jr.. Chairman of 
the Board and President of Industries, was named a 
Director and member of the Executive Committee of BFC. 

Inflation and Changes in Prices 

Industries continues to experience pressure from cus­
tomers to reduce prices or reduce the rate of price 
increases in all of its business segments. The policy of 
Industries is to resist such pressure insofar as possible 
and to attempt to pass on inflationary cost increases 
through prir ' increases. Management can offer no assur­
ance that inflationary cost increases affecting Industries' 
manufacturing operations can be recovered through price 
increases, internal efficiencies or otherwise. 

1981 Compared with 1980 

During 1981 net sales totaled $3.4 million compared 
to $3.0 million during 1980. The Tiles increase is due 
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primarily to the completion of orders which were in inven­
tory artd backlog at December 31. 1980, and the high rate 
of production by Lighting during the first half of 1981. 
New orders declined by approximately 20% compared to 
1080 and sales during the second half of 1981 were lower 
than the first half because of the decline In new orders. 

Other Income Increased by $87 thousand during 1981 
due to increased income from sttort term Investments and 
dividend income from investments in securities. 

Cost >f saies increased from $2.4 million during 1980 
to $26 million during 1981. due primarily to Increased 
sales volume. As a percent of product sales, cost of sales 
decreased from 78.8% during 1980 to 75.6% during 1981. 

Selling, administration, and general expenses de­
creased from $1.2 million during 1980 to $1.1 million 
durirfg 1981, due primarily to reduced data processing 
costs and elimination of costs related to a centralized 
administrative buiUing utilized durittg most of 1980 but 
subleased In 1981. These cost savings were somewhat 
offset t>y Increased legal and professional fees. 

There Is no Income tax t>enent during 1981 compared 
to a tax benefit of $97 thousand during 1980. 

As a result of the at>ove. loss from continuing opera­
tions t>efore extraordinary Hem decreased from $358 
thousand during 1980 to $86 thousand during 1981. 

Eartilf>gs from operations of discontinued businesses 
Increased from $12 thousand during 1980 to $44 thousand 
during 1981 due primarily to Improved performance of 
Chemicals during 1981; however, this increase was offset 
during 1981 by a loss of $385 thousand on the disposal 
of discontinued tMsinesses. 

After Including effect of the o.^erations and disposal of 
discontinued businesses the net loss for Industries de­
creased from $336 thousand during 1980 to $322 thousand 
during 1981. 

1980 Compared «<th 1979 

During 1980 r>et sales totaled $3.0 million compared 
to $2.8 million during 1979. Lighting's sales increased by 
approximately $582 thousand; however, this increase was 
partially offset by a $307 thoCisand decrease in Metals' 
sales. 

• Other Income increased by $53 thousand duririg 1980 
due to ItKreased income from investments. Including gain 
on sale of marketable securities and short term Invest­
ments on the net income ol Unatco Funding Corporation. 

Cost of sales increased from $2.2 million during 1979 
to $2.4 million during 1980 due primarily to increased 
sales voluiT>e. 

Interest expense decreased from $31 thousand during 
1979 to $7 ttiousand during 1980, due primarily to provi­
sion for IrKreased interest expenses for adjustments pro­
posed by the Internal Revenue Service. 

There was no tax t>enefit during 1979 compared to a 
tax benefit of $97 thousand during 1980. The tax benefit of 
$97 thousand primarily pertains to elimination of deferred 
tax credits. 

Earnings from operations of discontinued tujslnesses 
decreased from $734 thousand during 1979 to $12 thousand 
during 1980. This decrease was due primarily to volume 
decline at Chemicals following completion in 1979 of 
higher than normal demand for start-up requirements of 
a European customer. 

There was an extraordinary credit of $492 tlwusand 
during 1979. to refiect the tax benefit from a net ope'Sling 
toss carryforward after reinstatement of deferred tax 
credit written off in prior years. 

Net eamings were $691 thousand during 1979 com­
pared to a toss of $336 thousand during 1980. 

1979 Compared wit i i 1978 

During 1979 net sales totaled $2.8 million compared 
to $3.2 million during 1976 Metals' sales declined $622 
thousand reflecting lower volume of dials for watches a ^ 
precision marking of crystals for watches. Sales by Light­
ing increased $184 thousand over the prior year. 

Other income increased $72 thousand in 1979 due 
primarily to increased income from investments, including 
the oil and gas interests purchased from Titan Wells. Inc. 
on terms as approved by stockhoklers on May 16, 1979 
arxl net income of Unatco Funding Corporation 

Cost of sales decreased from $2.9 million during 1978 
to $2.2 million during 1979, due primarily to decreased 
sales volume. 

Selling, administration and general expenses increased 
$264 thousaiKl in 1979, principally because of general 
inflation, ir^creased legal and consulting fees, and for 
incentive compensation and bonuses. Such increases were 
partially offset by decreased marketing expenses durir>g 
1979. 

Earnings from operations of discontinued businesses 
increased from a loss of $156 thousand in 1978 to a profit 
of $734 thousand in 1979, due primarily to increased vol-
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ume of Chemicals based on the acceptance of new phos­
phors and higher than normal requirements for customer 
start up using the new products. 

In 1979 an extraordinary credit of $492 thousand 
reflects the tax benefit ol a net operating loss carryforward 
after reinstatement of deferred tax credits written off in 
prior years. 

Net eamings were $691 thousand in 1979 compared 
to a loss of $781 thousand In 1978. 

Qeneral Development of Buslnets 

The financial statements for 1979 relate to United 
States Radium Corporation ("USRC"). Pursuant to an 
Agreement and Plan of Merger dated May 16, 1980 and 
approved by shareholders of USRC, on August 27, 1980 a 
newly formed subsidiary of Industries was merged into 
USRC on a basis whereby shares of common stock of 
USRC were deemed to have been converted share for 
share into shares of common stock of Industries. 

On June 15. 1981 industries sold certain assets owned 
by or used in the business of its chemical products sub­
sidiary. USR Chemical Products, Inc., ("Chemicals") to 
Mitsubishi Chemical Industries Ltd.. a Japanese corpora­
tion, for a purchase price of approximately $2.4 million. 
The assets of Chemicals retained by Industries have been 
reclassified in the accompanying balance sheets as net 
current and non-current assets of discontinued businesses. 

Pursuant to a plan adopted on Decemt>er 15, 1991. 
Industries plarts to sell the stock of its wliolly owned sub­
sidiary Safety Light Corporation ("SLC"), and certain asseCs 
of USR Metals. Inc. ("Metals") to a group led by current 
executive officers of SLC. The transaction is expect<>d to 
be completed during 1982. In the accompanying t>alance 
sheet such net assets held by Industries for disposal hwn 
been reclassified as net current and non-current assets 
of discontinued businesses. 

Narrative Description o l Business 

During 1982 Industries Intends to establish the opera­
tions described below as subsidiaries of a f>ewty formed 
common parent corporation and to recognize the doseCy 
related nature of their respective product lines t>y coo-
solidating the operating reports thereof. 

Metal Products. USR Metals. Inc. ("Metals") supplies 
marked dials and other components for «vatches. aero­
space and electronic applications, and unlighted and seff-
luminous dials for watches, clocks and timers for con­
sumer and automotive applications. Metals markets directly 
to industrial customers through technical personr>el. ex­
ecutives and independent sales representatives. Ger^raliy. 
these products are engineered and sold on a quoted 
fixed-price basis. 

Lighting products. USR Lighting. Inc. ("Ltghting"! 
manufactures lighted and unlighted instrument panels and 
dials, primarily for aerospace and electronics applicatiORs. 
Lighting markets directly to customers through technical 
personnel, executives and independent sales representa­
tives. Products aro engineered and manufactured to spe­
cific customer specifications and are generally quoted on a 
fixed-price basis. Lighting Is dependent upon sates to a 
limited nuniber of customers, the loss of any one or more 
of which would tiave an adverse effect upon LIghtirtg and 
Industries. 
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MARKET PRICE OF THE REGISTRANTS COMMON 
STOCK AND RELATED SECURITY HOLDER MATTERS 

Prindpai Martcet and Stock Prices 

Principal market on which Industries' common stock 
is traded: 

American Stock Exchange 

The table t>elow presents the high and low market 
prices and dividend information for Industries' common 
stock: 

High Low 
1981 

First Quarter $3H $2% 
Second Quarter .. 3 % 2Vi 
Third Quarter 3 1% 
Fourth Quarter 2Vi I H 

1980 

First Quarter 5V4 2H 
Second Quarter 3Vi 2V4 
Third Quar'.er 4H 2H 
Fourth Quarter $3% $2% 

Approximate Number of Holders of Common Stock 

At March 15. 1982. the number of holders of record of 
eacn class of Industiies' equit> securities was as follows: 

• t , 

Tine of Class 

Cor;tmon stock 
$1 par value 

Number of Record Holders 

1,650 

•*1 

;!i 

Dividend Information 

No cash dividends were daclared or paid during the 
above two year period. Management of Industries does 
rwt believe it likely that Industries wili pay any cash 
dividend in the foreseeable future. 

^ 

ANNUAL REPORT ON FORM 10-K 

The Annual Report to the Securities and Exchange 
Commission on Form 10-K is available to stockholders 
of record without charge upon written request to the 
Corporation at 2203 Timberioch Piace, Suite 216A, The 
Woodlands, Texas 77380. 
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